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The Lay of the Land 


The time for cheering that the economic downslope is 
ended and there is high ground ahead may not yet be here, 
but there are strong indications that a plateau has been 
reached. The decline in production activity has slowed 
markedly over the past few months, and most businessmen 
and economists describe the period as one of leveling off. 


Where the road of business activity will go in the future— 
up, down, or continue level—is not yet clear. For now, it 
appears that the mountains of government defense spending 
are not so high, but, offsetting that, the valleys of inventory 
liquidation are less deep. Signs of smooth riding and stability 
can be found in steel, in prices, and in a host of other so-called 
key business indicators. 

These economic signposts, and the information they yield 
as to the road ahead, are discussed starting on the next page. 


Can It Be Done: Costs Down, Efficiency Up? 


Companies are keeping marketing expenses under closer 
scrutiny these days. In a survey Taz ConrERENCE Boarp 
has just made of ninety-one companies, it finds that, in 
general, successful efforts are being made to trim these 
expenditures, and that many areas offer possibilities—among 
them the sales force, order processing, channels of distribu- 
tion, advertising and sales promotion, packaging, warehousing 
and transportation. But, many companies add, while econ- 

‘omies are being sought—and often found—it’s a two-barrel 
gun they’re firing, with the second shot aimed at increasing 
efficiency of marketing operations. That’s a neat operation in 
itself—for details of which see story on page 195. 


Prices in Four Wars 


Firing had hardly ceased in the War of 1812 before prices 
went on a toboggan. In less than ten years they were below 
the level from which the war boom had started. Ditto for 
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the Civil War, except that prices did not get down quite to 
the prewar level within a decade. 


The peak came a little later in World War I days. It was 
about a year and a half after cease-fire before the crest was 
reached and the decline set in, but the end of the first decade 
after hostilities found prices well below their peak and still 
on the downward path. 


The World War II upheaval is still with us, even if whole- 
sale prices have turned somewhat softer. The upturn was 
not quite so violent this time as upon occasion in the past, 
but it has been more persistent than ever. 

For a picture of the behavior of prices in four wars and 
four postwars, turn to the middle of the book. 


Lifo or Fifo — or Something Else? 


In drawing up the national accounts, the Department of 
Commerce doesn’t care for either lifo or fifo. It draws up 
its own method. The result is the “inventory valuation 
adjustment,” which appears as a modification of its estimate 
of profits. The relationship of lifo and fifo to the inventory 
valuation adjustment is explained in the article beginning 


on page 206. 
e  ) e 


Concrete Facts on an Abstract Figure 


How much is consumer spending affected by a change in 
income? When business is bad and incomes fall, will con- 
sumers spend proportionately more or less of their money ? 
If more, they cushion a decline; if less, they accelerate it. 

This income-spending relationship is described by an 
abstract figure, the coefficient of income sensitivity. The 
higher this number the greater the tendency of spending to 
follow the directional lead of income changes. 

The postwar years have witnessed a rise in income sen- 
sitivity. The changes in spending patterns which caused 
the rise, and their significance for the whole economy, are 
discussed in ‘Consumer Spending: How Sensitive ?”’ starting 
on page 212. 


THE BETTER TONE OF BUSINESS 


It reflects, predominantly, a flattening out of the 
rate of inventory liquidation 


decline in production activity slowed perceptibly. 

There were two principal reasons for the slowing: 
(1) inventory liquidation, a dominant element in the 
business decline thus far, evidently reached a peak rate 
early in 1954, and has since been slipping gradually 
downward; (2) normal seasonal gains have appeared 
in many soft-goods manufacturing lines, as well as 
in construction and agricultural activity. 

There were also two secondary reasons. Tax re- 
duction has evidently had a supportive influence on 
spending for consumer durables, and on business 
plans for capital outlays. And defense spending, 
while its longer-term trend is down, and the quarterly 
total fell sharply in the first quarter, has recently 
been in a short-term uptrend. 

It is a basic aphorism of business analysis that 
conditions rarely remain stable over any considerable 
period of time. Even so, the tendency of production 
figures to look as though they are rounding out a bot- 
tom has not led to any strong confidence that business 
conditions in general are about to head upward again. 
Administration representatives in Washington who 
have asserted that a leveling off has begun have re- 
frained from using the word “recovery,” or, in fact, 
from making any reference to what may come after 
the leveling off. 

If an accurate consensus of businessmen’s and 
economists’ thinking could be got hold of now, it 
would probably average out at stability for the next 
several months. This reflects the fact that while it is 
not easy any longer to find clear-cut weaknesses in 
the pattern of current business activity, it remains 
difficult to find any demands on output that are likely 
to increase significantly over the short term—signifi- 
cantly enough to more than offset the apparent down- 
ward trend of government outlays for defense. 


SIGNS OF STABILITY: IN STEEL... 


Illustrations of tapering in the rate of decline in 
production are more easily found today than at any 
time since the beginning of curtailment of operating 
rates in mid-1953. In fact, most short-term indicators 
have now assumed a distinctly optimistic air. 


[- FEBRUARY, March and April, the pace of the 


The rate of steel production has flattened out at 
about 1.6 million tons of ingots and steel for castings 
per week. The annual rate of steel production is now 
about 30 million tons less than the rate in early 1953. 
While hard-goods production at the peak annual rates 
of early 1953 was obviously not consuming 110 million 
tons of steel, current production is certainly chewing 
it up at more than an eighty-million-ton rate. Metal 
fabricating activity is off only a little more than 10% 
from its peak in early 1953, but steel output is off 
over 25%. 

Steel inventories—among the severest inventory 
problems of late 1953—are now reported to be defi- 
nitely improved in most lines, and the industry con- 
siders it a better-than-even bet that second-quarter 
steel orders will show improvement—that is, that the 
rate of liquidation of steel stocks held by consuming 
industries will slacken. Unless the rate of consump- 
tion of steel also slows—which remains a distinct pos- 
sibility—this implies some upturn in steel produc- 
tion. Scrap steel prices, which serve the industry as 
a rough indicator of melt schedules, have turned 
slowly upward over the past month. 

The industrial production index has begun to 
experience a dispersion of movements among _ its 
components. In January, February and March, out- 
put fell only one point at a time, or about one third 
as rapidly as in the late months of 1953. The decline 
in durables output has been only a trifle slower than 
in late 1953, but the rapid decline of soft-goods output 
in the final quarter of 1953 stopped altogether in the 
first quarter.! 


...- AND IN EMPLOYMENT 


The relative stability of soft-goods industries in 
recent months is highlighted by the employment 
figures. Between January, 1953, and March, 1954, 
production-worker employment in nondurables manu- 
facturing declined very slightly; in the same period a 
year ago, while seasonally adjusted output increased 
about 2%, employment increased negligibly. The 
same stability shows up in hours worked for soft goods; 


Judging from recent reports on paper production and textile-mill 
activity, a further slight decline in aggregate soft-goods production 
may have occurred in early April. 
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last year, they rose very slightly between January and 
March; this year they fell very slightly. 

In hard-goods production and employment figures, 
the decline appears to have continued almost un- 
abated during the first quarter. But virtually all the 
change in labor input in durables manufacturing has 
recently appeared in employment, and almost none in 
hours worked. Between January and March, the 
number of hard-goods factory workers fell by about 
200,000; a year ago, the number had risen by about the 
same amount. The decline in employment in hard- 
goods factories is about equal to the decline in 1949, 
but whereas hours worked were still falling sharply 
in early 1949, they have hardly been falling at all in 
1954. 

The implication of these trends is that hours 
worked are now at about an optimal level, in so far 
as costs are concerned, and that if volume of produc- 
tion were to stabilize, employment would also stabilize. 

Total employment and unemployment estimates of 
the Census Bureau also provide grounds for arguing 
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that the rate of decline has abated. In March, the rise 
in Census unemployment slowed almost to a halt. But 
unemployment typically falls sharply in March. A 
large rise usually occurs in the number of persons in 
the labor force, but the combined seasonal increases 
in agricultural and nonagricultural employment nor- 
mally exceed the increase in persons working or look- 
ing for work. 

This occurred even in early 1949, when industrial 
activity was contracting at a rate of 2% a month—the 
pattern of rising labor force and rising farm and non- 
farm employment appeared, and unemployment sub- 
sided slightly. 


STABILITY OF PRICES 


The situation in steel, and in the unemployment 
estimates, illustrates the fact that the tapering-off 
process noted so widely in the business press owes 
much to a flattening out of the rate of inventory 
liquidation, and seasonal quickening. Until recently, 
neither of these factors could explain the encouraging 
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MANUFACTURING BUILDING 


Top panels show two basic measures—one in 
physical volume terms, one in value terms—of the 
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behavior of the price level. Ordinarily, prices are con- 
sidered a key indicator of cyclical expansions and con- 
tractions, and the stability of prices during a sizable 
decline in business production and orders remains one 
of the puzzles of the 1953-1954 recession. But the 
current firmness of price averages may now be due, 
in some measure, to lowering of stocks. 


THE RISE IN RAW MATERIALS 


Thus far in 1954, prices have, on the whole, shown 
more strength than weakness. In April, this strength 
was increasingly concentrated in raw materials— 
notably nonferrous metals. Part of the strength doubt- 
less stemmed from developments in Indo-China, and 
another part reflected the government’s decisions to 
add to stockpiles of nonferrous metals, including the 
decision to purchase 100,000 tons of copper from Chile. 
Since early March, lead and zinc prices have advanced 
about 10%, and the price of copper has continued to 
defy year-old forecasts of a major drop. 

But while the recent rise in raw materials price aver- 
ages may be owing in part to these external consider- 
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ations, it is also true that stocks of many raw materials 
in the hands of consuming industries have by now 
been run down to low levels. Consumption of indus- 
trial materials is still higher than in early 1952, while 
the prices of raw materials are more than 10% lower. 
Relative to the general wholesale price level, raw 
materials prices are 10% lower than in early 1952; and 
they are about 20% below their average relationship 
to the general wholesale price level in the years 1947- 
1949. 

Stated the other way around, if raw materials prices 
were to move toward the same relationship with the 
general wholesale price level that prevailed in 1947- 
1949, they might rise as much as 20%. Even though 
the general wholesale price level has hardly moved 
over the past year, the internal structure of the price 
level has come to resemble its structure at the trough 
of past recessions; that is, raw materials prices are rela- 
tively depressed. 

Unless actual industrial consumption of materials 
should subside conspicuously, the short-term price 
trend for raw materials could be quite firm. By the 
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same token, any clear worsening of the Indo-China 
situation is now much more likely to set off specula- 
tive accumulation in raw materials than it would have 
been six months ago. 


THE KEY INDICATORS ... 


As a final note on short-term indicators, it might be 
added that the eight so-called “leading” indicators 
selected by the National Bureau of Economic Re- 
search as characteristically changing their direction in 
advance of the general business cycle are now in very 
equivocal condition (see chart). Raw materials prices 
have been moving sideways for six months, and their 
very short-term trend has been up. Residential build- 
ing contract awards, and industrial and commercial 
awards, have experienced somewhat more than the 
usual seasonal expansion in recent months. New orders 
in durables manufacturing industries, and factory 
hours worked, seem to have struck a plateau. Securi- 
ties prices have advanced spectacularly since October, 
1953, and have more than recovered the ground lost 
in the sharp decline of early 1953. Business failures 
have continued to rise, but there is no evidence that 
the rate of new business formation has slowed. 


...- AND THE KEY DURABLES MARKETS 


For the past nine months, the outlook for total 
business conditions has been very much the outlook 
for inventory policy. This is not to say that changes 
in other sectors could not occur—they did in fact 
occur, and at least in the case of defense spending the 
change was of substantial size (see chart, page 191). 
But from mid-1953 to early 1954, the probable change 
in inventory policy outweighed the probable changes 
in all other sectors combined. Those analysts who 
concentrated on inventory recession as their short- 
term model have come out far better than those who 
patterned their thinking after either a milder rolling 
readjustment, or a more serious general recession. 

During the first quarter, this situation has been 
gradually reversed. As inventories began to drain off 
rapidly, inventory policy became more and more a 
neutral element in the outlook. In fact, the outlook 
for inventory demand may now be mildly bullish rather 
than strongly bearish—that is, a lower rate of liquida- 
tion may now be more probable than a higher rate. 
But barring a new surge of speculative inventory de- 
mand resulting from international tensions, any im- 
portant change in business conditions in the remaining 
months of 1954 is likely to reflect not so much inven- 
tory policy as changes in the rate of final demand on 
the part of consumers, business and government. 

Beginning in the first quarter of 1954, aggregate 
final demand—gross national product less inventory 
change—has been declining, principally because of 
declines in demand for automobiles and housefurnish- 
ings, and government outlays for national security 


(see charts). All these declines affect the durables 
component of the industrial production index; and 
they help to explain why the performance of the 
durables component has been worse than that of the 
soft-goods index in 1954, even though inventory liqui- 
dation has been widely distributed among both hard 
and soft goods industries. 


HOW MUCH LESS DEFENSE? 


In the second quarter, a decline in defense outlays 
equal to the drop in the first quarter is highly unlikely. 
In fact, it is possible that these outlays will show no 
decline, or even a rise. According to mid-April reports 
from the Defense Department, total defense spending 
in the fiscal year 1954 will fall about $1 billion below 
the January budget estimate of $49 billion. This 
implies a spending rate of about $46.5 billion in the 
second quarter of the 1954 calendar year, or $1.7 
billion more than in the preceding quarter. 

But unless Indo-China causes a general revision of 
defense production planning, the decline in defense 
spending is likely to be resumed in the last half of 
the calendar year (the first half of fiscal 1955). As of 
late April, no such revision has been indicated. The 
Budget Bureau’s estimate for fiscal 1955 as a whole 
is still about $4 billion below the fiscal 1954 estimate, 
and perhaps $3 billion below the actual spending total 
for fiscal 1954. 

Almost all of the decline for the fiscal year 1955 is 
reported to be in “overhead” outlays, rather than pro- 
curement outlays, but it is noteworthy that all the 
decline is concentrated in spending for the Army, while 
the shares going to the Air Force and the Atomic 
Energy Commission have risen (see chart). This is, 
of course, the budget’s eye-view of the “new look.” 

In the last half of calendar 1953, the rate of obliga- 
tion of defense funds fell off almost to zero. In any 
event, since defense spending will evidently enter 
fiscal 1955 somewhat above the average rate implied 
by the Budget estimate for the year as a whole, a de- 
cline to below the average rate some time in the year is 
implied. The arithmetic suggests a decline of perhaps 
another $4 billion (annual rate) between mid-1954 
and mid-1955, and, consequently, a further decline 
(and further inventory liquidation) in durables indus- 
tries producing for defense. 

The dimensions, and the direction, that tax relief 
has taken are aimed at providing stimuli for consumer 
and business demands for durables to offset this ex- 
pected further contraction, and it is therefore these 
two hard-goods markets that bear the closest watch- 
ing in coming months. It might be added that while 
neither of these markets has behaved poorly, neither 
has yet shown any sign of providing an important posi- 
tive offset. 

Axsert T. Sommers 
Division of Business Economics 
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Executives Search for 


WAYS TO REDUCE DISTRIBUTION COSTS 


ing efforts are being increased and more at- 

tention is being given to reduction of selling 
and distribution costs by most of the ninety-one 
manufacturing companies participating in this month’s 
survey of business practices. As one producer of in- 
dustrial machinery explains: 


WN] ite COMPETITION becoming stiffer, sell- 


“Our general policy is toward a more efficient expendi- 
ture of the marketing expense dollar, so that it will bring 
a greater return in the volume of sales over both the short 
and long run. Obviously, we aim at reduction of market- 
ing costs wherever feasible. However, the wise and efficient 
use of these expenditures is, at least, of equal importance. 
We attempt to spend the dollar where it will do the most 
good, and not to cut costs where the reduction would 
result in a more than proportionate reduction in the sales 
volume.” 


This survey reveals that closer attention is being 
paid to selling expenditures, to the cost of order pro- 
cessing, to advertising and sales promotion expenses, 
and to the costs of warehousing and transportation. 


ECONOMIES IN SALES FORCE 


Some manufacturers are exercising greater care in 
the selection of sales personnel as a means of improving 
the effectiveness of the sales force. For example, a 
leading electrical machinery company reports the re- 
cruiting of “engineering and business administration 
students from only the top half of their graduating 
classes.” 

And an office equipment manufacturer, who now 
employs student salesmen with work background in 
specific lines of business, cites the following results: 


“We find this provides better coverage by better- 
qualified salesmen—resulting in the completion of the sales 
process in a shorter time.” 


More and Better Sales Training 


The accent is “on more and better sales training,” 
writes the president of an office equipment concern. 
This statement represents the attitude of many com- 
panies as they strive to fashion a hard-hitting, effective 
selling organization. 

“We have recently conducted sales clinics for the re- 
training of our entire sales force, following the funda- 
mental principles of sales and merchandising tech- 
niques,” reports a leather manufacturer. But he has 
not yet been able to reduce the cost per dollar of sales, 
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except as he has been able “to help the salesmen do a 
more effective job by increasing the volume of sales 
per salesman.” 

Commenting upon the favorable results when both 
salesmen and major customers attended a technical 
product-use training school last year, a paper company 
writes: 


“We have already been able to feel the effects of the 
training school in the reduction of returned shipments, 
the minimizing of customer complaints, and the increase 
in repeat orders by important customers.” 


As a result of this experience, the same firm has 
inaugurated a program designed to “provide periodic 
technical training for salesmen—in the nature of 
refresher courses— and to familiarize major customers 
with techniques to overcome problems involved in 
using a new product line.” 


Tighter Control on Salesmen 


Along with careful selection and intensified train- 
ing of salesmen, a number of companies are placing 
added emphasis on closer supervision of the sales force. 
In the words of one food manufacturer: 


“We have begun to improve our methods of supervision 
of the field sales force through supervisory appraisal of 
the individual salesman, and through a higher manage- 
ment review of these appraisals periodically.” 


With the aid of market and sales analysis, some co- 
operating companies are concentrating their sales 
efforts on large potential customers so as to achieve 
better utilization of salesmen’s time. In describing 
a “sales control plan” which determines the fre- 
quency with which a salesman shall call on customers 
in view of their purchasing power, a foundry company 
explains: 


“Carload customers are to be called on at least once a 
month, while ton buyers need be called on only three 
times a year, etc. This plan does not require any calls at 
all on the very small customers. Operating under this plan 
has substantially increased our sales efficiency by placing 
the emphasis upon giving adequate service to the larger 
customers who account for an overwhelmingly large por- 
tion of our business.” 


An example of closer control of salesmen’s activities 
is provided by a miscellaneous nonmetals firm which 
reports: 


“We have prepared travel charts which give us a com- 
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plete picture of our salesmen’s daily operations so that 
we can determine their methods of planning, travel, and 
the calls they make.” 


And another company in the same industry indi- 
cates that they “are carefully budgeting and control- 
ling important items of cost such as travel and enter- 
tainment expense, and communications.” 


Sales Meetings and Contests 


To further augment the efficiency of the sales force, 
a few companies established more frequent sales meet- 
ings and conferences, and adopted sales contests. A 
chemical firm reports: “We have been holding regional 
salesmen’s meetings in an effort to increase the effi- 
ciency and output of our sales force.” 

And an executive of a building and materials supply 
firm writes: 


“We are using a series of sales contests to increase the 
efficiency of our sales force. The first one was in the last 
quarter of 1953 and contributed to our sales being 5.6% 
higher in that quarter than in the corresponding quarter 
of 1952. The same method on a larger scale is being used 
this year.” 


No Time To Cut the Sales Force 


A number of companies report reductions in the cost 
per dollar of sales through alterations in the size of the 
sales force and the method of compensation. Virtually 
none of the cooperating companies indicates a reduc- 
tion in the sales force, and some are making addi- 
tions in the interest of greater efficiency. As expressed 
by one chemical company: 


“We have installed new branch offices where they would 
lead to new sales. We have also added to the size of our 
sales force wherever an increase in force would much 
more than pay for itself in extra sales.” 


In a few cases where technical knowledge is vital, 
additions are taking the form of selling specialists. 
Regarding the stress placed upon sales-cost ratios, 
a machine-tool maker points out that in the capital 
goods industry, typically “the selling cost per dollar 
of sales will increase during times of lower business 
activity because much more aggressive selling is 
necessary.” 

In the matter of salesmen’s compensation, the 
adoption of some form of incentive plan is most fre- 
quently mentioned. According to a manufacturer of 
electrical machinery equipment, greater use of com- 
pensation or bonus plans has increased effort while 
“not necessarily increasing expense.” And a steel firm 
reports that its commission setup is being revised to 
“reemphasize the importance of selling a complete 
product line.” 

On the other hand, a rubber company reports hay- 
ing reduced selling expenses in the instance of new 


salesmen “through placing them on a straight salary 
rather than on our usual commission arrangement. 


Shifting Territories 


In several instances, economies have resulted from 
a realignment of sales territories. Efforts to secure 
thorough market coverage have in some cases taken 
the form of contracting territory size. For example, 
one miscellaneous metals manufacturer writes: 


“We have carefully studied the size of our territories 
and have added two new offices to our sales organization— 
where we felt adequate coverage was not secured by old 
setups. These have proved to be very advantageous in 
that our volume of business has increased considerably.” 


As told by an industrial machinery contributor, “the 
realignment of territories was aimed at improved 
coverage of concentrated markets by increasing both 
the number of field personnel and the efficiency of 
layout of the individual territories. In three particular 
cases, we were able to reduce territorial size, at the 
same time increasing potential.” 

The revamping of sales territories has led to the 
elimination of duplicate effort. In the experience of 
an instruments and controls manufacturer, savings 
resulted from “closing unprofitable branches, consoli- 
dating wholly owned distributing headquarters, and 
consolidating affiliated distributing activities.” 

Similarly a petroleum producer notes: 


“Territorial realignments at the division level have re- 
duced the costs of division office services and supervision 
by absorbing the smaller divisions into the larger with 
only nominal increases in expense.” 


The same company goes on to say that realign- 
ments at the district and bulk plant levels have also 
resulted in operating savings by consolidating smaller 
plants with primary terminals and thus permitting 
an economical extension of the delivery area. 

Immediate economy is not always the objective of 
revamping sales territories. As one executive explains: 


“The principal purpose of the realignment of our terri- 
tories has not been to reduce sales costs but rather to 
permit us to develop certain markets more rapidly and 
keep us from losing out to competition.” 


STREAMLINED ORDER PROCESSING 


A number of respondents have been successful in 
reducing the cost of order processing, principally by 
“streamlining” their procedures. In some cases, stream- 
lining involves the extended application of modern 
business machines. In others, it means the simplifica- 
tion and elimination of unnecessary steps. 

The possibilities for savings via mechanization are 
described by one company in these terms: 


“Specifically, we are thinking of adopting the use of 
perforated tape or cards, together with electric type- 
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writers or similar devices, so that the major part of 
writing up an order can be a mechanical process. This 
technique would, of course, be integrated with our tabu- 
lating equipment so that most of the paper work could 
ultimately be mechanized.” 


Along the same line, a building materials and supply 
firm reports with assurance: 


“We have reduced the cost of order processing by the 
use of tabulating equipment coupled with an electronic 
computer. It is still too early to quote definite cost savings 
but we know they will be there.” 


Modification of procedures and organizational 
changes also account for greater efficiency. One non- 
ferrous metals manufacturer writes: 


“The cost of order processing has been reduced by a 
thorough revision of forms to provide simplification and 
elimination of unnecessary paper. Also, nomenclature or 
description of products has been standardized and con- 
densed to reduce machine hours.” 


And in one industrial machinery manufacturing 
firm, both the order and billing departments were 
reorganized in an effort to “stimulate more efficient 
work and to cut costs.” 

In a few instances, economies are also being achieved 
by minimizing the number of small orders. Thus, one 
builder of railway equipment states: “We are con- 
centrating on the elimination of the cost of the small 
order either by handling such sales through dis- 
tributors or by direct mail.” 


CHANNELS OF DISTRIBUTION 


Virtually all the companies cooperating in the sur- 
vey report “no basic change” in their channels of dis- 
tribution. Nevertheless, some savings are indicated 
in instances where alterations were made to keep 
abreast of changing market conditions. Writes one 
steel company: 


“We have produced savings by replacing commissioned 
sales representatives with our own district offices—where 
the long-term potential warranted such moves.” 


In the interest of economy and expanded sales, a 
building materials and supply firm plans to replace 
brokers in the Pacific Coast area with its own direct 
sales representatives. On the other hand, a builder of 
railroad equipment states: 


“In one large Far West area, where the market for our 
products is widely scattered, we have dropped the use of 
direct selling and have hired a distribution organization 
covering that area and handling a line of products which 
goes to our principal market there.” 


According to a large petroleum company: 


“Channels of distribution for specialty products such as 
solvents and lubricating oils have been altered to some 
extent through conversion of many container customers 
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to the tank-wagon method of delivery. This has permitted 
both the customer and ourselves to enjoy savings by 
reducing handling costs. A large proportion of our pack- 
aged petroleum products is now moving direct from the 
manufacturer to the customer, producing savings by 
eliminating local warehousing and redelivery costs.” 


ADVERTISING AND SALES PROMOTION 


Confronted with mounting advertising costs result- 
ing from higher space rates and increased preparation 
charges, most companies are carefully reappraising 
their promotion programs in search of economy and 
efficiency. Still, there is little evidence at this time of 
cutting advertising budgets; instead, in a few in- 
stances, over-all expenditures have increased. How- 
ever, cooperators generally are striving in earnest to 
stretch the value of each advertising dollar. A miscel- 
laneous metals manufacturer typically reports: 


“We have not reduced our over-all advertising budget, 
but, rather, in the face of more competition for available 
business, have increased it slightly. However, we have 
made a concerted effort to get more results per dollar 
spent.” 


In the direction of maximizing returns, some com- 
panies are revamping their advertising programs in 
the following ways: 


“Our advertising has become increasingly specific, mov- 
ing away from the old concept of institutional advertising 
for our products.”— (Instruments and controls manufac- 
turer) 


“We have recently reduced our appropriations for 
magazine space in some areas which we felt were unpro- 
ductive.”— (Engines and turbines builder) 


“Advertisements which prove to have above average 
readership are repeated to obtain maximum benefits and 
reduce over-all production costs.”— (Heating and plumbing 
firm) 


iis 
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. . we have increased the percentage of our budget 
going into national trade journals because of the low 
cost per advertising impact. At the same time we have 
decreased our percentage allotted to the more expensive 
mediums such as direct mail.”— (Miscellaneous metals 
producer) 


“We are placing more emphasis on direct mail and pro- 
motion.”— (Electrical machinery manufacturer) 


An industrial machinery company reports that it 
has substantially increased the returns from its “adver- 
tising dollars in spite of sharply increased space rates” 
by changing advertising agencies. Attempts to secure 
greater coordination between advertising and personal 
selling are also reported in a few cases. In this regard, 
a railroad equipment builder comments: 


“We found in the past that sometimes sales coverage 
was not available to follow up the return on our adver- 
tising effort. This year we plan to limit our advertising to 
those fields where we have satisfactory follow-up.” 
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The extensive use of surveys to measure the effec- 
tiveness of advertising is mentioned by one executive; 
however, a few others assert that the results of adver- 
tising are “intangible” and “difficult” to measure. 


Some alteration of sales-promotion activities to cut 
costs is also reported by cooperating companies. For 
example, an electrical machinery producer writes: 


“The main contributing factor to the reduction of sales- 
promotion costs has been the reduction in the amount of 
material produced for distributor and dealer consumption, 
based on surveys showing that we were producing too 
much.” 


Similarly, a machine-tool manufacturer has effected 
savings by “supplying only that sales material which 
we know will be used effectively by the individual dis- 
tributor.” 

Another company now makes an assessment for 
“literature, booklets, displays, samples, etc., since our 
experience has been that when a charge is made the 
material is more apt to be used.” 

“Self-liquidating premiums” to promote a specialty 
product has been adopted by a food company. And a 
nonferrous metals manufacturer notes having “stepped 
up sales promotion by contact and mail to more effec- 
tively back up advertising.” 

An industrial machinery manufacturer, in a some- 
what unique move, reports the creation of a new po- 
sition—a “director of trade relations.” This “ambas- 
sador of good will” calls on customers periodically “to 
determine if regular sales calls are being made and to 
report the general tenor of customer relations to the 
company.” 


GOOD DESIGN IS CHEAPER 


Some cooperating companies “are constantly work- 
ing on a program to effect economies in distribution 
costs through product redesign, packaging changes, 
eters 

Lower costs and better performance frequently fol- 
low product redesign. Thus, a president of an elec- 
trical appliance and supply firm states: 


“We are just finishing up a very radical redesigning of 
our product, which we have been working on for about 
five years. It gives us a better design and construction, 
with a greater part of our product made by tools and 
machinery. This puts us in a better market position price- 
wise. 


Cost reductions in packaging by the following means 
are cited by various cooperating companies: 


“Substitution of cartons for boxes in the packaging of 


matrices.” — (Industrial machinery manufacturer) 


“Installed a completely new ‘assembly line’ method.”— 
(Steel company) 


“Whenever possible we use paper cartons in place of 
wooden and steel packages.”— (Chemical firm) 


“We are introducing a new carton design which makes 


possible the elimination of individual package wrapping.” 
— (Paper manufacturer) 


Increasing inventory turnover by the elimination 
of unprofitable, slow-moving items in the line and by 
combining related items also produces economies. 
According to a petroleum producer: 


“We have, during the past year, greatly reduced and 
consolidated our industrial lubricant line and are consid- 
ering multiuse or multipurpose products to still further 
reduce our line, with consequent savings in manufacture 
and distribution costs.” 


MORE MARKETING RESEARCH 


“Marketing research is becoming more and more a 
factor in greater sales efficiency,” states one office 
equipment executive. 

A steel producer makes a similar apraisal: 


“We established our own research department about 
three years ago. It was a good investment, and that de- 
partment is continually furnishing the sales department 
with facts that are useful in our sales and distribution.” 


Two companies point out that marketing research 
is employed not necessarily in the direction of reducing 
absolute costs but rather in market expansion, the net 
result being an optimum return on expenditures. 

The following list shows the extent to which mar- 
keting research is employed as an aid in reducing 
marketing cost, per dollar of sales, in one industrial 
machinery firm: 


e Establishing territorial potentials 

e Realignment of territories 

e Measuring sales performance 

e Summarizing sales calls 

e Job analyses 

e Surveys 

e Compilation of customer lists 

@Sales compensation studies 

e Reports and summaries of sales activities 

e Various charts and graphs of company operations 


One miscellaneous metals manufacturer demon- 
strates an important contribution of its marketing 
research department—the development of a more sci- 
entific approach to sales prospecting. As he explains it: 


“This program, which we have called ‘selective selling,’ 
starts off with a nationwide survey which has the purpose 
of listing all plants over a certain size in each of the 
industries which represent our customer group. The size 
criteria are set so that the potential sale to each of these 
plants should be at least several hundred dollars a year. 
The lists of plants are developed by our marketing research 
department through surveys of the industrial directories 
of the various states, and other sources. The salesmen 
then call on each of the plants so listed in order to make 
an on-the-spot survey of the shipping and packaging 
practices of these plants to see whether our products can 
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be used to advantage. As the result of this survey, the 
salesmen themselves, together with their district manager, 
determine which of the plants thus called on are to be 
considered-active prospects to receive concentrated sales 
effort. Finally, the five best prospects in each territory 
are at all times maintained on a separate list to receive 
special attention from the salesmen and special help from 
headquarters. We believe that the results of this program 
show that it has given us a larger volume of new business 
per call and thus reduced our marketing costs.” 


WAREHOUSING AND TRANSPORTATION 


Spurred on by advancing freight and truck rates, 
as well as by increased warehousing and handling 
charges, the majority of companies are devoting added 
attention to the costs of physical distribution. The 
extended use of pallets, mechanical loading devices 
and conveyor systems represent the principal cost- 
trimming devices. The advantages of pallets are cited 
by a miscellaneous nonmetals manufacturer: 


“One of the principal means of savings in distribution 
has been an effort to go as far as possible into palletizing 
as against our previous methods of packaging and shipping. 
Palletizing cuts down on material, labor and weight. We 
have not carried this nearly to its ultimate possibilities, but 
far enough to find that we can do what we want in most 
cases, without any deleterious effect on our product, and 
with the full approval of our customers.” 


Greater economies in warehousing and handling 
costs are being achieved, in other instances, through 
the improvement of warehouse facilities and floor 
layout, and by the use of modern handling equipment. 
One electrical machinery company is making an effort 
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to eliminate multistory warehouses whenever possible. 
Another firm points to the desirability of large central- 
ized warehouses in place of many small ones. It 
reasons that “the larger warehouses are usually more 
efficient because of their ability to get more effective 
use from manpower and modern materials handling 
equipment.” 

In order to economize on transportation charges, 
a number of cooperators are closely studying the rates 
of different carriers. Furthermore, they are placing 
more emphasis on carload and truckload shipments 
and upon the use of pool cars. 

Packaging changes, in the case of a miscellaneous 
metals company, have saved “more than $50,000 in the 
elimination of wood boxes on one commodity alone— 
which is now packed on cardboard reels.” 

Another firm in the same field was able to effect 
material reductions in transportation costs by rede- 
signing its shipping pattern: 


ce 


.. . we find that we can save over $1,000 a month by 
supplying the West Coast by boat from our East Coast 
plant as compared with carload rail shipments from the 
Midwest.” 

tC e e 
Pointing to the task that lies ahead, a food company 
executive reports that it is “continually on the alert 
to keep the cost of sales and services at a minimum,” 
but it still believes that “there is a world of room for 
improvement.” 


G. CLarK THompson 
Grorce UMEMURA 
Division of Business Practices 


BUSINESS FORECAS1S 


Prices 


Paul H. Nystrom, professor of retailing, Columbia Univer- 
sity, president, Limited Price Variety Stores Association (in 
an address before the Limited Price Variety Stores Associa- 
tion, March 11)—“So far, this has been a very mild reces- 
sion.... 

“Tf no new and harmful influences show up, it looks now 
as if the economy will successfully run through most of this 
spell before the end of 1954. Total retail business is not 
likely to be as high as in 1953, but it seems probable that 
1954 may be the second, or, at least, the third best retail 
year.... 

“Tt is doubtful that there will be any considerable, gen- 
eral price declines during this recession, particularly in man- 
ufactured goods... . 


“It is probable that some desirable consumer goods will 
become available at lower prices because of reduced costs 


MAY, 1954 


of production due to the use of newer processes, better ma- 
chines, and other economies, the result of modern trends 
toward automatic operation. 


“Tt is likely that there may be some price decline because 
of lower raw material prices... . 


“Lower general price declines seem impossible within the 
next few months because labor costs are too high and it 
looks as if they would stay high.” 


Loans 


The Wall Street Journal (March 29)—“Bankers here in 
the nation’s financial capital say the outlook for business 
borrowing indicates economic fair weather ahead. 


“The money men cheerfully predict an upturn in bank 
loans to business during the next three months. . . 


(Continued on page 210) 


Associates Ask: 


WHAT ABOUT STATE TAXES ON BUSINESS ? 


With all the front-page news of late about reform, reduction, and revision 
of federal taxes, developments in state taxation have been receiving scant 
attention—except from those who pay them. And even less has been heard 
of the over-all trends and impact of local government levies. There are signs, 
however, that the pendulum is swinging back and greater interest will again 
center around state and local fiscal affairs (state and local taxes as recently as 
1941 accounted for more than half the nation’s total tax burden).! In recent 
months, a growing number of requests to the Board from Associates for 
information has involved state taxation. The following note summarizes some 
of the data made available to them. Also a round-table on ‘Outlook for State 
and Local Governments,” which will be part of the Board’s 38th Annual Meeting 
this month, will probe the problems lying ahead in this area of our economy. 


LTHOUGH federal taxes may be moving down- 
ward, state taxes—when last heard from—were 
still moving up. Much, of course, has happened since 
the close of the fiscal year 1953, the latest year for 
which national totals of state taxes are available. The 
effects of declining levels of economic activity have 
undoubtedly already made themselves felt upon 
receipts, particularly upon the two important and 
volatile sources which produced two fifths of state 
taxes in 1953—income and general sales taxes. Even 
so, state incomes on the whole are less sensitive to 
cyclical fluctuations than is the Federal Treasury, 
which has been relying upon income taxes for four 
fifths of all tax receipts. 

For the immediate future, and barring any pro- 
longed economic decline, the consensus seems to in- 
dicate that state tax collections will tend to move 
upward, although not likely at as rapid a rate as in 
some recent years. This could come about in either 
of several ways or through a combination of them. 
Should incomes and economic activity resume their 
expansion, existing taxes would produce higher rev- 
enues (as they did throughout most of the postwar 
period). The possible release of additional tax receipts 
or sources by the Federal Government or a step-up 
in grants-in-aid would boost total state incomes and 
enable a continuation of the upward trend. And, 
finally, there is always the unpleasant alternative of 
resorting to new, additional levies or to higher rates 
on old ones. 


The underlying reasoning in such forecasts is the 
expectation of little or no abatement in the demand 
See, for example, “January, 1954, Economic Report of the Presi- 
dent,” Hearings before the Joint Committee on the Economic Report, 


83rd Congress, 2nd session (1954), pp. 467-530. Also, “The January, 
1954, Economic Report of the President,” pp. 67-69. 


for more state expenditures, particularly for schools 
and highways. On the assumption of no marked 
change in future trends, an annual rate of increase in 
state budget outlays of possibly 10% has been pre- 
dicted for the immediate years ahead. Efforts in 
Washington to return activities and responsibilities 
to states and local governments could, furthermore, 
enhance the levels of state outlays. From these prem- 
ises, it could follow that the period of relative tran- 
quility in which expanding incomes and business ac- 
tivity went a long way toward producing the annual 
increments in state revenue necessary to meet rising 
outlays may be interrupted and legislatures may again 
1See Hearings, op. cit. 


State Taxes on Business 
Fiscal years, millions of dollars 


Type of Tax 1953p | 1952 | 1950 | 1942 |%Cbange 
19538 
Sales and gross receipts 
Insurance............. 316 284 241 113 180 
Public utilities......... 249 228 185 100 149 
License 
Corporations in general. 266 226 176 93 186 
Amusements.......... 5 5 5 4 25 
Alcoholic beverages. . . . 79 17 v7 56 41 
Chain stores........... 5 5 4 4 25 
Public utilities......... 29 13] n.a n.a n.a. 
Corporation net income. . 810 838 586 269 201 
Severahce. 5. canuce teste 286 272 211 62 861 
Total taxes on business...| 2,045] 1,948] 1,485 701 192 
Total state taxes........ 10,542) 9,857] 7,930) 3,903 170 


Business taxesas % of total] 19.4%] 19.8%] 18.7%| 18.0%] ... 
ON ON ES SLO 
Sources: Bureau of the Census; Tam Conrerence Boarp 

pPreliminary 
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be faced with the need to find new revenue or turn to 
borrowing. 

In 1953, state tax collections again reached a new 
peak, although exhibiting a definite deceleration or 
tapering off compared to the rate of increase of pre- 
ceding postwar years. This year-to-year rate of in- 
crease, which at one point had reached a high of 18% 
and had averaged more than 12% a year between 
1946 and 1952, fell to 7% in 1953, three points below 
the 1951-1952 increase. 

Of the $10,542 million in taxes collected by states 
last year, a minimum of one fifth, or $2,045 million, 
came from levies directly imposed upon business 
firms.1 Although states traditionally obtain the major 
share of their revenue from commodity taxation and 
increased the “take” from this source by 180% be- 
tween 1942 and 1953 (while total taxes were rising 
170%), the revenue from direct business taxes in the 
same period rose even more (see table). Compared 
with the $701 million paid directly by business in 
1942, the 1953 total was 192% higher. 

Breaking the state tax dollar down into its com- 
ponents, the portion paid by business between 1942 
and 1953 underwent relatively little change. In 1942, 
18 cents of the tax dollar came from business firms, 
while in 1953 the proportion was 19.4 cents of each 
dollar. 


INCOME TAX LUCRATIVE 


Of the taxes directly paid by business, the most 
lucrative source for state coffers has consistently been 
the net income tax. Levied by thirty-three states at 
either flat or graduated rates ranging from 1% up to 
8%, in 1953 it produced $810 million, a figure small 
only in comparison with the overlapping “take” from 
corporate profits of $21.6 billion by the Federal Gov- 
ernment. At this level, the state tax on corporate 
incomes constituted 40% of total state taxes on busi- 
ness. Owing to the lower profit levels of calendar 1952, 
revenue in 1953 was below the peak reached in the 
previous year. 


1Taxes on business which can be readily segregated include: 
income taxes (although three states report corporate income taxes 
combined with those of individuals and, therefore, are not includible 
here), gross receipts taxes imposed upon insurance companies and 
public utilities, licenses and fees required as a general condition for 
doing business or engaging in activity in certain industries, and sever- 
ance taxes imposed upon the removal of natural resource products. 
The available data do not permit any segregation of the portions 
paid by businesses of state social insurance levies, property taxes, 
document and stock transfer taxes, motor fuel, vehicle and operators’ 
taxes, or of certain miscellaneous assessments placed on business 
firms but not separately reported. An unspecified portion of these 
would have to be imputed to derive the full tax assessment met 
by business. ‘ 

Segregation of taxes in a manner such as this, moreover, does not 
imply any conclusions of possible shifting of taxes or of their final 
incidence. Many of the taxes imposed by states and not here desig- 
nated as “business taxes” or as unallocable business levies may 
either actually be paid by business firms, e.g., gasoline taxes, or may 
be in effect shifted to them. On the other hand, taxes legally and 
directly imposed upon business activity may, in the final analysis, 
through the process of tax shifting come to rest upon other payers. 
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Two industries—insurance and public utilities— 
together accounted for the next highest proportion 
on business taxes in 1953. The $565 million taken by 
states from them through levies on gross premiums 
and gross receipts accounted for 28% of all state tax 
receipts from business. The remainder of business con- 
tributions to state expenses was made up of the $286 
million produced by severance taxes, and the $384 
million paid in license fees—ranging from general fees 
on the conduct of many lines of business to special fees 
on chain stores and upon firms engaged in such diverse 
activities as firms in the public utility, amusement, 
and alcoholic beverage industries. 


Turopore R. Gates 
Division of Business Economics 


Two Views on Foreign Trade 


“There is the further fact that the recent high level of 
American imports, relative to earlier years, has been closely 
linked with the high level of our gross national product. 
Experience has shown that our imports are very sensitive 
to our level of national income, and that any contraction 
here has a multiplied effect in reducing foreign exports to 
this country. 


. . . there is thus a concealed dollar gap of some $2 
billion to $3 billion annually, which would be increased if 
there were a change in the economic situation, such as a 
recession here or a deterioration in Western Europe’s terms 
of trade. On the other hand, it should be recognized that 
major parts of our “extraordinary” expenditures abroad are 
connected with our defense effort, and that the Western 
European countries’ own defense programs affect adversely 
their trade position by increasing their essential imports 
and by absorbing resources that would otherwise be avail- 
able for expanding their exports.”—Commission on Foreign 
Economic Policy, Report to the President and the Congress, 
January, 1954, pages 4-5. 


“e 


“Nearly all members of the group believed that in build- 
ing the Report around the dollar-gap problem, the Randall 
Commission had taken too narrow a focus. This limited 
view drew attention away from other important and more 
basic aspects of our international economic position. To 
mention a most important omission, the Report does not 
deal with the problems of the impact of an American busi- 
ness slump on other countries, although the outside world, 
as is well known, is extremely apprehensive of the external 
repercussions of an employment slump in the United States, 
and this fear figures importantly in foreign thinking about 
the desirability of freer trade and payments.”—Klaus Knorr 
and Gardner Patterson, “A Critique of the Randall Com- 
mission Report,” International Finance Section and Center 
of International Studies, Princeton University, Princeton, 
New Jersey, pages 64-65. 


SPENDING FOR SOCIAL SECURITY 


HE WELFARE Concept: Government’s Role 

Reexamined” is to be the topic of the dinner 
session of THe ConrereNnce Boarp’s 38th Annual 
Meeting on May 20. Lord Beveridge, of Oxford, Eng- 
land, is coming to this country at the Board’s invita- 
tion to discuss his views on the subject with Ray D. 
Murphy, President of the Equitable Life Assurance 
Society of the United States. 

The following brief analyses of changes in social 
security expenditures since the pre-World War II 
period here and in England are presented as a back- 
drop to this discussion. The British figures are taken 
from a pamphlet published by Political and Economic 
Planning (PEP), a private research organization in 
England.t United States data were compiled by Tur 
ConFerENCE Boarp from articles and tabulations pre- 
pared by the Social Security Administration. 


SOME DIFFERENCES IN DEFINITION 


Social security as defined here is only that part of 
total government “welfare” expenditures represented 
by social insurance, public aid, and veterans’ benefits. 
In England, family allowances are also included. 
Health, medical, and welfare services, as well as edu- 
cation, housing, and food subsidies, are excluded. 

The last prewar year was fiscal 1939 for Great 
Britain; fiscal 1941 for the United States. British fig- 
ures are also presented for fiscal 1948, immediately 
before the start of the new National Insurance 
Scheme. And because rather far-reaching amend- 
ments to the Social Security Act were enacted in 
1950, fiscal 1950 breakdowns are shown for the United 
States. That year has the added advantage of re- 
vealing the impact on social security expenditures of 
a business recession. For both countries, the most re- 
cently published data available on expenditures relate 
to fiscal 1952. 

Three important conclusions emerge from an exam- 
ination of changes in social security costs here and in 
England since prewar: 


¢ The greatest increase has occurred in payments to 
the aged, which now account for a preponderant share 
of expenditures. 

¢ Amounts spent for the unemployed are consider- 
ably smaller, both absolutely and relatively. 

¢ Insurance and similar benefits which are paid to 


“The Cost of Social Services, 1938-1952,” Planning, vol. XX, 
No. 354, London, June 15, 1953. 
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the individual as a right and without inquiry into his 
means take a larger proportion of outlays. 


THE TREND IN GREAT BRITAIN 


Total social security expenditures in Great Britain 
more than doubled from prewar to 1952, but so did 
total personal income. Thus social security payments 
do not occupy a larger place in personal income today 
than before the war. They have accounted for a 
constant 5.5%. 

More significant than the movement of total ex- 
penditures, however, are the internal shifts (see table 
1). The big gain was in outlays for the aged, which 
quadrupled over the period, accounting for about 
27% of all social security expenditures in 1939; 48% 
in 1952. The sum spent on unemployment just as 
sharply diminished, from £95 million (30%) to £22 
million (3%). Relatively less was spent on public 
assistance (including poor relief in 1939) and more 
on sickness, industrial injuries and maternity. The 
new family allowances amounted in 1952 to almost 
one tenth of all social security spending. 

The movement away from payments “on test of 


Table |: Public Expenditures for Social Security in the 
United Kingdom 
Millions of £ Sterling 


Purpose and Program 
Retirement 


1938-1939 | 1947-1948 | 1951-1952 


Contributory pensions.............. 280.2 
Noncontributory pensions........... 25.0 
Supplementary assistance........... 35.0 
Unemployment 
Insuritice!* eS Feg ee. aes, Pas 7.4 1.6 16.2 
Assistance 22 8 2 Ken, eee yea 2.6 5.6 
Sickness, injury, disablement and death| 17.2 25.1 84.7 
Widows and guardians............... 5.1 46.5 25.0 
Maternity oe ee 1.8 2.7% 8.7 
Family allowances t ete 58.0 65.8 
Outdoor relief......... 6.5 16.4 Th! 
Indoor relief......... 4.7 26.6 Aude 
Other assistance..................... Sek 0.8 46.0 
War' pénsions.2¢ 2; 5, Soe, ee 7 4 81.4 715.7 
Administration of services listed....... 1.7 31.3 41.1 
otal oi.co sve eraroner Cont oer aC omen 709.0 
Transfer payments only............. 656.9 
% “on test of means”............. 15 
% ‘as of right’? es eee 85 
Transfer payments as % of personal 
INCOME. FF iY ae ste see oe 5.5 


aOther assistance for the old included in outdoor relief, 
Source: Compiled by PEP from official British sources 
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means” to payments “as of right” is also an interest- 
ing development. This had become most marked by 
1948 when payments on test of means covered only 
12% of all_social security payments (compared with 
297% before the war). According to PEP, the fact 
that insurance benefits have not kept pace with the 
rise in the cost of living has led to an increase in as- 
sistance payments in later years. 


Changes in Financing 


Before the war, 31% of all social security expendi- 
ture was financed through insurance contributions by 
individuals and employers, about 55% by the central 
government, and 13% by local authorities. By 1952, 
insurance contributions accounted for 52%, the cen- 


Table 2: Public Expenditures for Social Security in the 


United States 
Millions of Dollars 


Purpose and Program 1940-1941 | 1949-1950 | 1951-1952 


Social insurance foc 0. 6 oie ath oe ore ees 


5,662 
Old-age and survivors insurance..... 2,067 
Other public retirement systems... .. 1,381 
Unemployment insurance and em- 
ployment service................. 1,213 
Temporary disability insurance...... 204 
Workmen’s compensation........... 797 
Bablicraiduaemenicn sere no. yis iiss oes 2,584 
Special types of assistance........... 2,322 
General assistance.................. 262 
Wrorksnelichaenvercts saci). dae cs os 
Othe tenes hte ees ile nes ss eae 
Weterans aie mere eta vite eoelcs sis oss 2,194 
Pensions and compensation.......... 2,193 
Readjustment allowances........... 1 
ele Ue owe ale abide Rec Ce eee 10,440 
% from federal funds................ 65 
% from state and local funds......... 35 


Source: Social Security Administration 
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tral government 46%, and local authorities only 2%. If 
social insurance alone is considered, tripartite contri- 
butions of individuals, employers and the state have 
had a steadily increasing share in finance—from 
about 70% in 1939 to 85% in fiscal 1953. “Whether 
this trend is maintained in the future,” writes PEP, 
“when the cost of retirement pensions is bound to 
increase steeply, depends on what the government 
decides to do about the level of contributions.” 


THE TREND IN THE UNITED STATES 


Social security cost trends in the United States 
have much in common with Great Britain except 
that neither family allowances nor national health 
insurance has been enacted in this country. Here as 
there, total expenditures for social security have 
doubled since prewar and the major components have 
moved in similar directions; 7.e., expenditures for social 
insurance have greatly increased while public aid out- 
lays have declined (see table 2). Veterans’ benefits, 
however, are a larger cost item in the United States. 

Wages and salaries, as well as other types of in- 
come, have advanced so greatly since prewar that 
total social security payments represent a smaller 
share of personal income today (see table 3). The 
entire decline, however, is attributable to the changed 
unemployment picture. Payments owing to age, sur- 
vivorship, and disability have gained relatively as 
well as absolutely, accounting together for 3.3% of 
personal income in 1952 as against 2.0% in 1940. 


As in England, payments based on a means test 
have become much less important, with public assist- 
ance only 23% of total social security payments now 
compared with 64% before the war. A small propor- 
tion of veterans’ benefits require inquiry into means, 
but most of them are, like social insurance, payable 
as a right to eligible persons.—M. I. C. 


Table 3: Social Security Payments in the United States 


Millions of Dollars 


Program 
1940 1949 1952 

By type: 
el ANSUTANCE s... 0016 sss fees ss 1,118 3,965 5,520 
Public aida ee ann ee 2,723 2,187 2,324 
V Gheransitere cnc este hen 428 2,612 2,314 

urpose: 

Pues ATION Re eo 805 2,624 4,105 
Survivorshipsares sis). teen aol Aer 333 1,358 2,051 
Disab ilit yView eis pegs ase exes olay 503 2,228 2,786 
Unemployment!................ 2,628 2,553 1,215 

Tats ced Pesce in 5 BOR ence 4,269 8,763 10,158 


Percentage of Personal Income 


Percentage Distribution 


1940 1949 1952 
1.4 1.9 2.0 
3.5 1.1 0.9 
0.5 1.3 0.9 
1.0 1.3 1.5 
0.4 0.7 0.8 
0.6 ed 1.0 
3.4 2 0.5 
5.4 4.3 3.8 


1[ncludes state and railroad unemployment insurance, general assistance payments. In 1940, also includes special relief and subsistence payments and earnings under federal 
work programs. In 1949 and 1952, veterans’ unemployment and self-employment allowances are included. 


Note: Unlike the other tables, these data relate to calendar years. 


The grouping of payments by purpose are approximations only, since some of the items could 


fit under more than one category; ¢.g., aged widows are classified here under survivorship. 


Sources: Social Security Administration; Department of Commerce 
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The general price level was higher by a very substantial Within a decade after the end of all our former major 
margin in 1953 than it had ever been before in our history. wars, prices moved back to levels far more in keeping 
At no time since the 18th century have prices generally with those obtaining just prior to the outbreak of war. 


been nearly so high as they have continuously been since In another respect World W 
rs | and Il to h 
soon after the end of World War II. The same general : : ey a ing te 


me. given rise to a price pattern rather different from that 
statements can also be made about consumers’ prices ex- of either the Civil War or the War of 1812. In both the 
cept that the record does not go further back than 1820. earlier conflicts prices reached their peak by the time the 
py heleeale prise Dpctusts hae widely than eee at, me fighting ceased, and began their return toward the older 
other series, bu eir general course since the end o levels quite promptly. The W W. i 
World War II lies above all previous records. : Wea Sei RRC NG 


not reached until about a year and a half after the end 
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HALF OF PRICES 


1890 


1900 1910 1920 


of the conflict. Then came a precipitate decline, which 
was followed by a number of years of relative price 
stability. 

The active fighting in World War II came to an end in 
1945; eight years had elapsed by 1953, and no clear indica- 
tion of any very substantial decline had put in an appear- 
ance within that period—and none is clearly in evidence 
even yet. Of course, a "minor war" intervened in 1950. 
What the course of prices would have been had their 
been no Korea must remain in the realm of speculation. 
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————— eee 


The curves show that prices generally, but not always, 
move down in periods of business contraction and upward 
when business is expanding. But it is evident that longer- 
term price trends move more or less independently across 
business cycles. 


The two sets of curves present an interesting study of the 
effect of the choice of a base upon a series of index num- 
bers. The chart is one of sixteen in color that will comprise 
The Conference Board's anniversary chartbook. (See an- 
nouncement on back cover of this issue.) 


INVENTORIES OR “SEIROTNEVNI” 


Spelling backward gives you some idea of lifo. There are reasons why the 
subject is of special importance today. 


has been characterized so often as an “inventory 

recession” that it is worth while to reexamine 
briefly the part that inventories play in the national 
accounts and in influencing business activity. First 
of all, inventories (or change in inventories) are con- 
sidered one part of gross private domestic investment. 
It is probably the most volatile part (see chart 2). 

The two lines in the chart contrast gross private 
domestic investment with and without change in 
inventories. But the “change in inventory” as shown 
in the chart is defined in such a way as to make it con- 
form to the other components, which for the most 
part are valued on a current basis. In other words, a 
difference exists between the book value of change in 
inventories and the “change in inventories” as shown 
in the national accounts. The difference between the 
two is called the “inventory valuation adjustment.” 
The connection between the three terms is very 
simple: the change in book value plus inventory valu- 
ation adjustment equals the change in inventories at 
current values. 

The two separate inventory series are shown in 
chart 1. The book value series rose more sharply 
than the other in the years 1950-1953. The other rose 
more moderately because part of the influence of price 
has been removed. 


BOOK INTO CURRENT VALUE 


The complete account of the technique used by 
the Department of Commerce in converting book 
value inventories into current values can be found in 
the 1951 edition of the National Income Supplement 
to the Survey of Current Business.) pages 122-125. 
Without all the necessary qualifications, the method 
can be summarized as follows: 


Wess: PRESENT downturn in business activity 


1. The starting point is the book-value figures of 
total inventories from “Statistics of Income, Part 2” 
for corporations and the Censuses of Wholesale and 
Retail Trade and the Bureau of Internal Revenue 
tabulations of sole proprietorships and partnerships 
for the noncorporate sector. Since these comprehen- 
sive data are available only with a considerable lag, 


1Also in The Conference Board Business Record, December, 1947, 
pp. 366-69. 


current inventories are estimated upon the basis of 
reports from a variety of sources, but covering only a 
part of the total. 


2. Lifo inventories are separated because they do 
not require the same processing as other types of 
inventories. As long as lifo inventories are increasing 
they require no processing at all since the materials 
charged to cost of goods sold are automatically valued 
at current prices. By the same token, the additions 
to inventories will also be valued at current prices. 


3. This step involves detailed work in matching 
wholesale price indexes with the commodity compo- 
sition of the inventories obtained in step (1). For 
each industry group, the indexes were averaged to 
show market valuation (the average of the relevant 
price indexes for December and January) and cost 
valuation. Computing cost valuation involves esti- 
mating the period in which the inventories were ac- 
quired. This is done by dividing year-end inventories 
in each industry into cost of goods sold and then 
dividing the resultant turnover rate into twelve, the 
number of months in a year. The turnover periods 
thus calculated are then lengthened for several reasons. 
The cost valuation implicit in year-end inventories is 
the average of the index for the months encompassed 
by the turnover period measured backward from the 
end of the year. 


4. Year-end inventories are now deflated by the 
indexes just described, depending upon which is ap- 
plicable. Lower of cost or market is the applicable 
valuation. The change in inventories in constant prices 
is then multiplied by the annual average of the 
monthly prices already described to convert the in- 
ventory change in constant dollars to current dollars. 


5. The inventory valuation adjustment is then 
computed by subtracting the change in book value of 
inventory (computed directly from step (1)) from 
the change in inventories in current dollars. The in- 
ventory valuation adjustment can be either positive 
or negative. 

The inventory valuation adjustment is also used 
to adjust reported profits because they are calculated 
upon the book value of inventories. For national in- 
come purposes, it is desirable to put profits on a cur- 
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rent basis to eliminate inventory profits and losses 
from total profit and losses. 


LIFO, FIFO AND CURRENT VALUE 


The rationale and relationship of the adjustment by 
the Department of Commerce to the two common 
methods of valuing inventory (lifo and fifo) can be 
made clear by a review of a hypothetical case where 
it is assumed that relevant data about quantities are 
known. A great deal of the problem besetting the 
Department of Commerce results from the fact that 
it does not have such data available to it. It must 
work indirectly from data on values and price indexes. 

As suggested by their title, “inventories” are simply 
a listing or “pool” of goods on hand at some point in 
time. For example, a retailer of shoes at the end of the 
year could have one of his clerks count the number 
of shoes on hand at that time and find that he had 
twenty dozen pairs of shoes. 

It is possible for the retailer to arrive at a calcu- 
lated figure of the number of shoes or inventory at 
the end of the year. He could add up his net pur- 
chases of shoes for the year from supplies, subtract his 
net sales to customers, and add the resultant figure 
(plus or minus) to the inventory he had on hand at 
the beginning of the year. This calculated figure would 
come pretty close, but probably would not equal the 
inventory figure arrived at by direct count. The 
differences between the two could result from a num- 
ber of factors, such as loss from shoes damaged, stolen 
or given away or ones taken for the owner’s own 
account. If all these factors could be considered, 
the two figures should be equal. 

It is the latter method of calculating inventories 
that is of relevance for the student of business activity. 
Inventories considered as the difference mainly be- 
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tween purchases and sales connect the pool of goods 
to the activities of production and distribution. More 
particularly, it is the change in inventory that is of 
consequence here. For if inventories remained un- 
changed, sales would equal purchases, and the flow 
of goods through the retailer would be equal to one 
another, although not necessarily equal from one 
period to the next. 

But inventories do change from one period to 
another for a variety of reasons. The change occurs 
as a result of a change in the rate of sales and pur- 
chases, making them unequal. Inventories will pile 
up as purchases exceed sales and will be depleted as 
sales exceed purchases. 

The changes in inventory at the retailer’s level as 
a result of the change in demand by consumers may 
magnify the demand at levels prior to the retailer. To 
take a simplified case, suppose that a shoe retailer 
is selling ten dozen pair of shoes a week, and that 
he considers the inventory he has on hand as suffi- 
cient for that sales volume. But for some reason 
his sales jump in one week to fifteen dozen pair. His 
inventory will drop five dozen pair below its usual 
level. 


DECISION BY RETAILER 


Now what does the retailer do when he comes 
around to purchasing again? A lot depends, of course, 
upon whether he considers the sales increase a per- 
manent or temporary one. If he considers it a tem- 
porary one, he will at least surely replace the five 
dozen pair by which his inventory was depleted. He 
may also want to increase his inventory some over the 
previously established level, if he considers it a per- 
manent one. 

In any event, he will order from his supplier at least 
five units more than he did customarily. So he will 
order fifteen dozen pair, five to replace his depleted in- 
ventory and ten to maintain his usual sales level. 

To the supplier receiving this increased order, a 
problem will arise similar to that which the retailer 
faced. Is the increase permanent or temporary? His 
reaction will depend upon his answer to that question. 
The same problem will face all other suppliers who 
have a part in shoe manufacturing. Naturally, it will 
also affect those in the cardboard and paper industry 
who make the container and wrappings in which the 
shoe is contained. 

The end result of the process will be an increase in 
demand and presumably an increase in output to 
meet that demand. But part of the demand arises 
from the desire of various retailers, wholesalers and 
manufacturers to replace their inventories (and, as 
suggested above, perhaps to increase their inventories, 
if they feel that the rise in demand is a permanent 
one). The other part arises from the increased de- 
mand on the part of the final consumer. 
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It is evident that inventories (or rather the change 
in inventories) play a similar role when business activ- 
ity is falling off. A drop in shoe sales may induce the 
retailer to cut his inventory. Consequently he passes 
back the drop in consumer demand to his supplier, 
a drop that now becomes augmented by the amount 
of his cut in inventory holdings. This process, of itself, 
can start a chain reaction. 


SOME QUALIFICATIONS 


This recital, of course, extremely simplifies the 
situation. No account is given of the “normal” re- 
lationship of inventories to sales. Perhaps none 
exists. No attention has been paid to significant 
leads or lags, or to special efforts to advertise and sell, 
or to the introduction of new products. 

Perhaps most important is the fact that the descrip- 
tion is in terms of physical units. Thus questions of 
prices, costs and profits have not entered the discus- 
sion. Nor have the actual methods used to value in- 
ventories intruded to spread confusion. To have con- 
sidered all these matters would make the story more 
difficult. 

In one sense, cost is the only basis which is used 
in valuing inventories. But it makes a difference 
which cost is used. Assume for the moment that the 
inventory of our hypothetical shoe retailer consists 
of two lots purchased in the order indicated: 


1. 10 dozen pair @ $5 a pair........... $ 600 
2. 15 dozen pair @ $9 a pair........... 1,620 
LOUIE « Pere ee ERTS <Oiles Ck $2,220 


Now assume that he sells ten dozen pair for $10 
a pair—what is his profit? Also what is the value of 
his remaining inventory? 


The answer depends upon what convention he has 
adopted for charging costs. Is he going to pick from 
the top or the bottom of the pack: lifo (last in, first 
out) or fifo (first in, first out)? If fifo is used, the 
income account will appear as follows: 


Sales’, vs. ii uate asec eee $1,200 
Costiot*salesc. 0.) css’: side oe rie 600 
Gross profit. sv .oy.< 95 ifs pee $ 600 


If lifo is used, the income account will appear as fol- 
lows: 


Sales 34 Sen er Sere ere $1,200 
Cost‘of sales. 490525 395 Rea ee 1,080 
Gross profit: 07-56 7 AOR ISU $ 120 


It evidently makes a difference. Furthermore, it 
makes a difference in the value of the remaining in- 
ventory. In the first case, the inventory on hand 
after the sale will be $1,620 and in the second case 
$1,140. 

To summarize, the change in inventory if fifo is 
used would be $2,220 less $1,620, or $600. If lifo 
is used the change in inventory will be $2,220 less 
$1,140, or $1,080. The difference between the two 
changes amounts to $480. To the outsider attempting 
to interpret the financial data (which is the only 
information usually available), a difficult question 
is raised. Have inventories declined by $600 or by 
$1,080? From our vantage point, we know the drop 
has been the same—ten dozen pair—but the valu- 
ation of the drop differs depending upon the inventory 
method used. 

The method adopted by the Department of Com- 
merce takes an intermediate position. It attempts by 
indirection to do something we can do directly. It 
was assumed that our shoe retailer made no purchases 
during the year; consequently, his inventories are less 
at the end of the year than at the beginning of the 
year. 


AN INTERMEDIATE POSITION 


If the cost of the shoes he buys remains at $9 dur- 
ing the year and the retailer is on a lifo basis, no 
adjustment is required according to the Department 
of Commerce. This is because the goods charged to 
cost of sales are valued at $9 a pair, which would 
be identical with average prices during the year. 
Furthermore, no adjustment is required to put the 
change in inventory upon a current basis, for the ten 
dozen pair of shoes sold represent the drop in inven- 
tory and this drop has been valued at $9 a pair. 

But an adjustment would be required if the retailer 
were on a fifo basis. That is because the shoes he is 
charging to cost of goods would be valued at %5 a 
pair while current replacement costs are $9 a pair. 
The Department of Commerce, in effect, would re- 
value the inventories by the method described above. 
The end result would be identical with the retailer 


BUSINESS RECORD 


using lifo. The ten dozen pair would be revalued up- 
ward from $5 to $9 a pair. The change in inventories 
at current values would consequently be $1,080 (ten 
dozen pair at-$9 a pair), but the change in inventories 
at book values (the only figures available to the 
investigator) would be $600 (ten dozen pair at $5 a 
pair). The difference of $480 between the two would 
be the inventory valuation adjustment. 

The simplified profit-and-loss statement can now be 
restated for the retailer using fifo: 


Sales. ee eee ee ee Sti $1,200 
Castion sales? Poe. tet ee Se ae 600 

$ 600 
AP TORM TONG a lccls Sthad Mains nw bel aceha-cieiiasia $ 600 
Inventory valuation adjustment........ —480 
Profits adjusted.......................8 120 


The result is identical with that of the retailer using 
lifo without adjustment in this case. 


CASE WITH PRICES RISING 


Suppose that everything else remained the same but 
that costs rose in the year to $10 a pair. Under this 
situation, neither lifo or fifo would produce a result 
identical with that of the Department of Commerce. 
The Department of Commerce would value the in- 
ventory drop at $1,200 (ten dozen pair at $10 a pair). 
Both the uses of lifo and fifo would require an inven- 
tory valuation adjustment, but the amounts would 
be different. The inventory valuation adjustment of 
the lifo user would be $1,200 minus $1,080, or $120; 
and of the fifo user $1,200 minus $600, or $600. The 
income account would appear as follows: 


Retailers Using: 

Lifo Fifo 
POTTS yeti an Aa aia pian ela erg $1,200 $1,200 
G@ostiofsalesmernee oO. fe ee 1,080 600 
Gross pront.. h.002 Meee. PE $ 120 $ 600 
Inventory valuation adjustment. -120 -600 
Profits adjusted............... 0 0 


CASE WITH PRICES FALLING 


If prices fell instead of remaining the same or 
rising, the adjustments would naturally differ. Sup- 
pose that costs during the year fell to $7 a pair, right 
in between the price at which the two lots of inventory 
were purchased. 

What adjustments would have to be made under 
lifo and fifo assumptions? 

The Department of Commerce would value the 
change in inventories at $840 (ten dozen pair at $7 a 
pair). The book value of the change in inventories of 
the retailers using lifo and fifo would be the same as 
before, $1,080 and $600, respectively. Consequently, 
the inventory valuation adjustment would be $240 
and -$240, respectively. 

The income accounts would be as follows: 
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Retailers Using: 


Lifo Fifo 
Sales Seen Ee SS $1,200 $1,200 
Cost:ofisales. he. 64) et. ee 1,080 600 
Gross profit...........-......-.....8 120 $ 600 
Inventory valuation adjustment..... 240 -240 
Profitssadiusted.c<t.0 «acct. Fares hfo.= $ 360 $ 360 


Enough examples have been given to permit us to 
make a summary of the possibilities of the connection 
between lifo, fifo and the adjustments made by the 
Department of Commerce. 


Necessary Adjustments to Profits To Make Them Conform 
to Department of Commerce Technique of Inventory 
Valuation 

Prices Rising! 


Prices Falling! 


Inventories 


Inventories 


Increasing Falling Increasing Falling 
EXforicer No Downward No Upward 
adjustment | adjustment | adjustment | adjustment 
IO Maxosiad ¢ Downward | Downward Upward Upward 
adjustment | adjustment | adjustment | adjustment 


1Prices rising or falling must be interpreted to mean rising above or falling below 
the cost of the relevant lifo or fifo inventories. 


The necessary adjustments depend almost wholly 
upon the movement of prices. Rising inventories play 
a part only for users of lifo. In that case no adjust- 
ment is necessary despite rising or falling prices. 


Frank Gaston 
Division of Business Economics 
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National Incomes and International Trade—“The aim of 
the investigation is to establish in quantitative terms the 
relation between the foreign trade and the level of do- 
mestic economic activities of the various countries par- 
ticipating in international exchange.” By Hans Neisser, 
Franco Modigliani. University of Illinois Press, Urbana, 
1953. $7.50. 


The Age Structure of the Corporate System—“ . . . a re- 
markably large fraction of the total number of corpora- 
tions is made up of very young corporations, [nearly 15% 
incorporated in 1946, the year to which the data pertains] 
whereas the maximum concentration of assets owned 
[in 1946] is among corporations chartered in 1925-1929.” 
—By William Leonard Crum. University of California 
Press, 1958. $3.50. 


American Income and Its Use—A series of essays on the 
relation of ethics and income distribution and consump- 
tion. By Elizabeth E. Hoyt, Margaret G. Reid, Joseph 
L. McConnell, Janet M. Hooks. Harper & Brothers, New 
York, 1954. $4.00. 


210 


BUSINESS FORECASTS 


(Continued from page 199) 


“Businessmen use liberal doses of bank credit to help 
finance increased production or sales. So an increase in bank 
loans generally indicates a rise in the level of business ac- 
tivity.” 


Furniture 


The Wall Street Journal (April 2) —‘“‘Most furniture men 
don’t see any signs that their declining business will get 
better, but a few expect a pickup soon. 


“These views were expressed by factory representatives 
showing their wares at Boston’s spring furniture show. 


“Most of them agreed with the latest report of Seidman 
& Seidman, accountants to the industry, which noted that 
‘the decline in the furniture manufacturing industry, now 
some nine months old, shows no positive signs of coming 
to a halt.’” 


Paper 


The Journal of Commerce (March 3)—“The American 
paper industry, which registered its biggest sales year in 
history in 1953, anticipates some decline in output this year, 
but hopes to maintain a substantial sales volume as customer 
inventory liquidations come to an end. 


“This, coupled with relief provided by the expiration of 
the excess-profits tax, the industry feels, will provide a 
strong prop to profits. . 


“Assuming a further population rise to 162.4 million, and 
either a 10% decrease or 5% increase in real disposable in- 
come, the American Paper and Pulp Association thinks total 
production could rise to 28.3 million tons or shrink to 25.4 
million tons.” 


Electric Power 


W. V. O’Brien, commercial vice-president, General Electric 
Company (in an address before the Salisbury Chamber of 
Commerce, March 5)—“The use of electric power in the 
United States has doubled every decade since the turn of 
the century. What’s more, all the statistical evidence indi- 
cates that it will continue at this rate, or even at a greater 
rate, for several decades to come. 


“During 1953, the electric utilities of the United States 
produced 442 billion kilowatt-hours of electricity. By 1965, 
according to the Edison Electric Institute, the United States 


will be using—and the utilities will be producing—more than 
a trillion kilowatt-hours a year.” 


General 


A. W. Zelomek, International Statistical Bureau, Inc. (in 
an address before the Purchasing Agents Association of 
Elmira) —“General business activity, based on gross national 
product as well as on total production, should reach a low 
not later than the second quarter or early third quarter of 
1954. 


“Disposable income will average higher for the year— 


despite the unemployment and the lower take-home pay. 


“Inventory liquidation . . . should terminate not later 
than some time in the third quarter. .. . 


“There may be some easing in wholesale prices. But in 
general the 1953-1954 decline will be characterized by re- 
markable price stability.” 


Dexter Merrian Keezer, vice-president and director, De- 
partment of Economics, McGraw-Hill Publishing Company 
—“I have no fear that we are now spinning around a 
downward spiral that will land us deep in depression. . . . 


“At the same time I do not share what I find the rather 
widespread feeling that with the return of spring the total 
volume of business will resume its upward course. . . . 
After a record-breaking first quarter, it looks to me as though 
capital investment by business will be declining slightly 
through the rest of the year. So far as I can tell, government 
expenditures as a whole will also be declining slightly. 


“  _. I have looked in vain for harbingers of a surge in 
consumer expenditures which would turn the total volume 
of business done by our economy firmly upward this spring. 
There will be a seasonal pickup, of course, and it may be 
more than that in some cases, but what it takes to start a 
sustained and general upward movement still seems to me 
to be missing.” 


S. B. Lurie, economic and industrial analyst, Paine, 
Webber, Jackson and Curtis (in a speech before the Federa- 
tion of Women Shareholders, New York City, March 15) — 
“If the present recession is to be of the average depth and 
duration of past recessions, it should end in midsummer and 
full recovery be under way by the latter half of 1955... . 


“T believe the previous downturn is ‘flattening out’ and 
there will be a spring upturn of minor proportions. This 
prediction is based upon the following evidence: The sharp 
uptrend in claims for unemployment compensation has 
stopped; judging by retail sales, the consumer is still in a 
buying frame of mind; business sentiment is good, which 
means capital expenditures are high; there are signs of a 
near-by pickup in some heretofore lagging industries.” 


Canada 


Bank of Montreal Business Review (March 23)—‘*...a 
recently published official survey . . . indicates that private 
and public expenditure for new construction and equipment 
in the full year 1954 is likely to amount to $5,838 million, 
an increase of 2.8% in both dollar value and physical volume 
over 1953... . 


“The pattern of the investment program for 1954 thus 
suggests that certain industries should experience a pros- 
perous year. The most obvious of these is the construction 
industry, which employs upwards of 350,000 people. Simi- 
larly situated are those industries which produce building 
materials, railway equipment, office and store machinery and 
medical and scientific apparatus. The continued high level 
of housing construction implies a strong demand for house- 
hold furniture and furnishings, and although this demand 
may not be met entirely from domestic sources it should at 
least be a stabilizing influence on the volume of retail trade. 
For manufactureres of farm implements and industrial and 
electrical machinery, however, immediate prospects appear 
to be less promising than they were a year ago.” 
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NEW BRITISH INVESTMENT ALLOWANCES 


“I now wish to end as I began, with our primary need: 
that is, to improve our competitive power. In my survey 
of last year I have already commented on the inadequate 
level of investment by private industry. Our rate of indus- 
trial modernization is strikingly less than that of America, 
and it seems probable that the Germans are now moving 
ahead of us. We shall not long continue to compete suc- 
cessfully in the export field with these, our principal rivals, 
unless our plant and equipment is completely up to date. 


al 


“In accordance with my pledge last year, I have reviewed 
the whole question of company taxation. I have tried to 
devise some fresh encouragement to industry to put money 
into productive investment. This is the more essential since 
the physical and financial resources at our disposal are now 
sufficient to allow a substantially higher rate of investment 
than we are undertaking. Last year I restored the initial 
allowances to 20%. This was a step in the right direction, 
but a limited one, since its effect is essentially that of an 
interest-free loan. As the cash resources of companies in- 
crease, this incentive becomes of less importance. 
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“After considerable reflection, therefore, I have decided 
to take a further step, and to replace, subject to a few excep- 
tions, the present initial allowances by a new system which 
I call investment allowances. At present the cost of in- 
vestment in plant, machinery, industrial building, or mining 
works may be offset against gross profits during the life of 
the asset by means of depreciation allowances. The initial 
allowance merely anticipates a part of the annual allowances, 
so that tax liability is less in the year in which investment 
takes place, but may be larger later on. 


al 


“The new investment allowance will do more. It will 
give a tax-free allowance equal to a part of the cost of 
investment in the assets which I shall describe as qualifying 
for it. It will be given in addition to the full annual depre- 
ciation allowances. Thus, the initial allowances gave some 
extra help in the year in which the investment was under- 
taken, but at a cost of smaller allowances for that invest- 
ment in later years. In contrast, the new investment allow- 
ance gives similar help in the first year, but with no reduc- 
tion in subsequent allowances. 


- 


“In general, the field over which the new investment 
allowance will operate will be the same as that of the initial 
allowance, which applies to plant and machinery generally 
and to new industrial buildings and mining works. But in 
view of the purpose of the new allowance, which is to en- 
courage fresh investment, and of its nature, which is to give 
a tax-free allowance over and above the cost of the qualifying 
assets, there must be both additions to, and deletions from, 
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the initial allowance list. I propose that agricultural build- 
ings and also plant and buildings used for scientific research, 
neither of which attract initial allowances, shall rank for 
the new investment allowance. Investment in up-to-date 
buildings can assist farm production no less than industrial 
production, and the importance of scientific research to our 
economy can hardly be overestimated. The new allowance 
should also help the shipping industry to carry out the big 
replacements which are necessary in the years ahead, and 
thus to maintain its vital contribution to our economy. 
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“On the other hand, I do no think that this tax-free 
benefit should be available either for secondhand plant or 
machinery which does not represent new investment, or for 
ordinary motor cars—which can, and often do, serve both 
business and private purposes. These assets will however 
continue to rank for the existing initial allowance at 20%. 
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“I propose that the new investment allowances shall 
apply, in the case of qualifying assets, to capital expendi- 
ture which is incurred, that is, which becomes due and 
payable, after today. In respect of expenditure on such 
assets, the initial allowance will in general cease from today. 
The rates of investment allowance will be 20% for expendi- 
ture on new plant and machinery and new mining works, 
and 10% for new industrial and agricultural buildings. For 
plant, machinery, and industrial buildings, these are the 
same as the existing rates of initial allowance, but they will 
be more favorable in the long run. The 20% investment 
allowance for mining works is not immediately so favorable 
as the existing initial allowance of 40%. But since it will 
be given over and above allowances up to the cost of the 
works, it will practically always be better in the long run. 
However, I will allow any mining undertaking to choose 
between the new investment allowance and initial allowances 
at the 40% rate. 
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“There will have to be provisions safeguarding the new 
allowance from abuse. But these and other details must 
wait for the Finance Bill. 
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“The cost of changing from initial allowances to invest- 
ment allowances will be negligible in 1954-1955 and about 
£14 million in 1955-1956. Thereafter the cost will increase 
year by year, and although the actual amount will, of course 
depend on the level of new investment, I expect it to 
reach a considerable figure in the future. But in so far 
as this new allowance succeeds in its object of creating 
additional assets, those assets will, of course, be yielding 
additional revenue, for the country, for their owners, and 
for me.”—From the budget message of the Chancellor of 
the Exchequer, Mr. Butler, to the British House of Com- 
mons, April 6, 1954. 
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CONSUMER SPENDING: HOW SENSITIVE? 
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ONSUMERS in 1953 and early 1954 were buy- 
C ing goods and services at an annual rate of $230 

billion. On a per capita basis, and after adjust- 
ment for price changes, personal consumption was 
over 40% higher than in 1929, and 6% more than in 
1948. 

Having once experienced this higher standard of 
living, consumers can be expected to resist any cut- 
backs. 

This is the rationale of the familiar assertion that 
consumer spending represents one of the more stable 
elements of national output. Yet consumer outlays 
fluctuate down, as well as up, and are affected by 
income changes. In the great depression of the 
Thirties, consumer expenditures, in dollar terms, fell 
by more than 40% in four years; and adjusted for 
price and population changes, they still feel more 
than 20%. 


CYCLICAL INCOME SENSITIVITY 


How consumer spending behaves under conditions 
of rising or falling income has an obvious bearing on 
how the economy reacts to changes in business condi- 
tions originating outside the consumer sector—for 
example, changes in the defense budget or in the 
capital spending plans of business. The reaction of 
personal spending to personal income is called the 
income sensitivity of consumer spending, or, more 
precisely, its cyclical sensitivity. 

The usual measure of cyclical income sensitivity is 
obtained by relating changes in income to changes 
in spending, after removing the influence of long-run 
trends in consumption patterns. Specifically, the 
measure, or coefficient, of income sensitivity indicates 


how much consumer spending changes for every 1% 
or 10% change in disposable income. 

On the basis of income-spending relationships in 
the years 1929-1940, the Department of Commerce 
has calculated an income-sensitivity coefficient for 
more than 130 categories of consumption expenditures 
for which annual estimates are available.1_ Tur Con- 
FERENCE Boarp has weighted these coefficients by the 
corresponding annual dollar expenditures for each 
category to obtain aggregate annual coefficients of 
income sensitivity for all consumer spending for the 
years 1929 to 1953. 

By this measure, consumer spending in 1953 was 
more cyclically sensitive than in any prewar year 
(see chart). In those years, average income sensitivity 
was 0.86—which means that (after removal of long- 
run trends) consumer spending changed 0.86% for 
every 1% change in disposable income. In 1953, the 
over-all sensitivity index (calculated by weighting the 
prewar coefficients of income sensitivity for each ex- 
penditure category by the corresponding dollar expen- 
ditures in 1953) was 0.93. 

To understand why the postwar sensitivity of con- 
sumer spending is higher than prewar requires ex- 
amination of the components within the over-all 
income-sensitivity index. Ordinarily, expenditures 
for durable goods are considered the most sensitive to 
income change, service expenditures the least sensi- 
tive, and expenditures for nondurables of average 
sensitivity. 

Actually, expenditures for some durable goods (such 


‘See Department of Commerce Survey of Current Business, January 
1950, page 18. 
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as china and glassware) seem to be insensitive to 
income changes, while some expenditures for services 
(such as cleaning and pressing of clothing) have been 
highly sensitive. 

The income sensitivity of expenditures for durables, 
nondurables, and services will be examined below. A 
more direct approach to income-spending behavior in- 
volves grouping by degree of income sensitivity 
rather than by the relative durability of goods and 
services. Expenditures have therefore been reclassi- 
fied into high, medium and low income sensitivity as 
follows. For every 10% change in disposable income 
in the 1929-1940 period, the high, or above-average, 
income-sensitive expenditures include those which 
fluctuated more than 10%. Medium, or average, in- 
come-sensitive outlays include those which changed 
between 7% and 10%. Low, or below-average, in- 
come-sensitive spending varied less than 7%. In 
terms of cyclical income-sensitivity coefficients, high 
income-sensitive expenditures thus have a coefficient 
greater than 1, medium income-sensitive expenditures, 
between 0.7 and 1 and low income-sensitive expendi- 
tures less than 0.7. 


With the aid of this classification, two major reasons 
can be advanced to explain the relatively high cyclical 
income sensitivity of consumer spending in the postwar 
period. First, the proportion of low-sensitivity outlays 
now is smaller than in prewar years. Second, the 
income-sensitivity index for the high-sensitivity expen- 
ditures group is itself higher than in eae years. 
Stated otherwise, there has been a change in the 
direction of consumer spending such that less spending 
is going to jowssonsifiity items; and within the high- 
sensitivity group relatively more spending is going to 
items with extremely high sensitivity. 

A review of the past behavior of the three main 
categories of spending, as classified into high, medium 
and low income sensitivity, will place these trends 
in perspective. 


THE PREWAR PICTURE 


In the early Thirties, income-sensitive expenditures 
fell drastically, while outlays with the lowest income 
sensitivity dropped much less markedly. (See chart.) 
In other words, the proportion of total spending going 
to income-sensitive goods and services declined as in- 
comes sagged, while the corresponding proportion for 
the low income-sensitive expenditures rose sharply 
(see chart). The percentage of expenditures in the 
medium income-sensitive category remained about 
the same. 

In the subsequent revival of the later Thirties, 
these movements were reversed. It is significant, 
however, that the proportion of highly sensitive ex- 
penditures did not regain their previous importance 
prior to World War II. This is especially striking 
since, in the traditional classification of durables, non- 
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durables and services, hard goods had regained their 
1929 proportion of total spending by 1941. This lag 
in the highly sensitive expenditures was owing largely 
to the failure of spending for income-sensitive serv- 
ices to keep pace with rising incomes in the years 
1933-1941. 

During the war, as incomes rose rapidly year after 
year, restrictions on the output of many consumer 
durables, such as automobiles, were primarily respon- 
sible for the failure of highly sensitive expenditures to 
advance commensurately (see chart). The expendi- 
tures of average sensitivity assumed greater impor- 
tance than in the prewar period, while the low in- 
come-sensitive expenditures behaved according to ex- 
pectations, losing much of their competitive position. 


THE POSTWAR PICTURE 


After the end of the war, the highly sensitive expen- 
ditures quickly regained their prewar prosperity pro- 
portions. However, the relatively insensitive expendi- 
tures have never regained their prewar relative im- 
portance, and in the entire postwar period have con- 
sistently accounted for less of total spending than in 
any prewar year (see chart). Since 1947, these ex- 
penditures have been gaining relatively each year. 
But in 1953 they still accounted for 32.2% of total 
spending, compared with over 35% in 1929, and 
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Highly Sensitive Spending Index Above Prewar 
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about 36% in 1937. (The main reason for this 
smaller ratio of low income-sensitive spending is the 
failure of prices for outlays on services to keep pace 
with rising postwar incomes. See below.) Expendi- 
tures of medium sensitivity were relatively more im- 
portant after the war than before, largely because of 
the greater weight carried by food expenditures. 

The highly sensitive expenditures accounted for 
almost 27% of total spending in 1953, below the 29% 
of 1929 but higher than in any year of the Thirties. 
Nevertheless, it is the greater proportion of medium 
income-sensitive expenditures which accounts for the 
greater general sensitivity of consumer spending now, 
as compared to prewar. 

A second explanation of the higher postwar income 
sensitivity of consumer outlays relates to the trend 
toward higher sensitivity within the broad expendi- 
ture groups of high, medium and low income sensitiv- 
ity. Annual indexes of income sensitivity have been 
calculated for each of these three groups by weight- 
ing the prewar cyclical income-sensitivity coefficients 
in each category by annual dollar expenditures. The 
resultant postwar income-sensitivity indexes for the 
high and average income-sensitivity spending groups 
are above prewar levels. This is especially true for 
the highly sensitive group (see chart). Within each 
of these two spending groups there is a greater pro- 
portion of relatively sensitive outlays now as com- 
pared to prewar. Thus proportionately more money 
is being spent on those items having relatively great 
income-sensitivity coefficients. 


HARD GOODS, SOFT GOODS, SERVICES 


The cyclical sensitivity index for the low income- 
sensitive spending group is now about the same as in 
earlier years. This category is dominated by outlays 
for services. 


The higher postwar cyclical income-sensitivity index 
has been explained above in terms of (1) the greater 
relative importance of expenditures of average sensl- 
tivity and the lesser relative importance of low- 
sensitivity spending; and (2) the greater average 
sensitivity of high income-sensitive outlays in the 
postwar years. Since consumer spending is ordinarily 
classified into durables, nondurables and services, the 
sensitivity analysis has been extended to consider 
weighted indexes of income sensitivity for these three 
spending groups. The income-sensitivity index for 
durable goods outlays exceeded all prewar levels in 
1950, and again in 1953. The corresponding index for 
nondurables has stabilized at a level higher than 
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prewar. Notably, the index of services in recent 
years has shown the least gain over its prewar sensi- 
tivity. Associated with the current lower proportion 
of total spending accounted for by services as com- 
pared to prewar, this also throws light on the higher 
postwar income sensitivity of consumer spending. 


SENSITIVITY AT TURNING POINTS 


Thus far, income sensitivity has been discussed in 
terms of coefficients which express the average re- 
action of expenditures to income changes in the years 
1929-1940. Such averages conceal the behavior of 
consumer spending at critical turning points. They 
shed little light, for example, on what happens in 
the first year of a cyclical downturn, such as 1930 
or 1938. 

To get behind the averages, the individual con- 
sumer expenditures have been examined to disclose 
those which did not fall in a year when total incomes 
fell, or, conversely, those which did not rise in a year 
when total incomes increased. All such expenditures 
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have been added together for each year in the period 
1929 to 1940. (The 1948-1949 dip is examined below 
as a special case.) 

This calculation indicates that changes in expen- 
ditures for services tend to lag behind changes in 
incomes. In 1929-1930, expenditures for services 
amounting in dollar volume to almost 25% of all 
spending for services in 1930 did not decline, while 
incomes dropped almost 11%. In 1930-1931, when 
incomes fell further by over 14%, spending for serv- 
Ices amounting to 8% of total service outlays in 
1931 did not decline. 

Conversely, in the revival of 1933-1934, dollar out- 
lays totaling almost one half of spending for services 
in 1934 failed to rise as incomes increased. Finally, 
over one half of the dollar volume of outlays for 
services in 1938 actually rose in the 1937-1938 reces- 
sion, when incomes dropped by almost 8%. 

The prewar experience clearly points up the failure 
of expenditures on services to respond immediately 
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to sharply declining, or sharply rising, incomes. It 
seems to have taken several years of sinking incomes 
to invoke a total response in spending for services, 
owing in part to the contractual nature of many 
service outlays, such as interest payments, and to 
stickiness of expenditures for household utilities. 


SPECIAL CASE OF 1948-1949 


The only postwar experience with falling disposable 
incomes was provided by the 1948-1949 dip. It is 
difficult to compare the changes in this period with 
cyclical variations in prewar years, since the income 
drop in 1949 was less than 1%, while prewar annual 
cyclical income changes averaged over 10%. Still, 
examination of the reaction of consumer spending to 
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the modest 1949 sag in incomes provides some support 
for the thesis that that year was a special case. 

Despite the drop in incomes from 1948 to 1949, 
total consumer outlays actually rose in dollar volume. 
Durable goods expenditures, instead of falling more 
than incomes, as expected from prewar relationships, 
rose by over 4%. Spending for nondurables, on the 
other hand, fell somewhat more than expected. Serv- 
ices expenditures were evidently unaffected by the 
drop in incomes, and rose by over 6%. 

Did the failure of consumer spending to behave 
in 1948-1949 as in prewar cyclical downturns indicate 
a new postwar norm? The answer to this question 
depends on an appraisal of the special circumstances 
prevailing in the early postwar years—particularly the 
relative prices of hard goods, soft goods and services. 

The period from 1946 to 1948 was characterized by 
a boom in nondurables, associated with the immediate 
postwar splurge in clothing and the maintenance of 
food consumption standards in the face of higher food 
prices. With the first decline in incomes, in 1948- 
1949, prices of nondurables fell by 3.5%, and dollar 
expenditures dropped more than expected on the basis 
of prewar income sensitivity. 

Against this relatively overexpanded nondurables 
sector was the unfilled pent-up demand for durables in 
the immediate postwar period. Substantially higher 
consumer incomes and liquid assets could have sup- 
ported a much higher level of expenditures for dur- 
ables than could have been supplied at that time. A 
modest decline in incomes in these circumstances 
could not have been expected to initiate a decline in 
outlays for consumer durables. Since backlog de- 
mands had still to be satisfied, both durables spend- 
ing and prices rose, despite the falling incomes in 
1948-1949. 


And Services Take Smaller Share of Consumer 
Dollar 
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In the case of outlays for services, which had lagged 
behind incomes in the immedate postwar period, the 
restoration of prewar price relationships with goods 
was still far from completed. There may also have 
been many unfilled demands for services which had 
been deferred until the more pressing demands for 
goods had been fulfilled. In the 1948-1949 dip, prices 
of services rose, despite falling incomes, and dollar 
expenditures on services rose even more. 


SERVICES AND SENSITIVITY 


Outlays on services provide a major key to the 
higher over-all postwar income sensitivity of con- 
sumer spending. While their income sensitivity has 
been low in the postwar period, services have ac- 
counted for a much smaller percentage of total spend- 
ing than in any prewar year. 

In turn, this lower percentage of dollar spending go- 
ing to services seems to reflect a relatively depressed 
level of service prices. After adjustment for price 
changes for all expenditure components, the ratio of 
outlays for services is only one percentage point be- 
low the prewar average, compared with the seven- 
percentage-point spread calculated in dollars of cur- 
rent purchasing power. In other words, consumers 
are getting about the same proportion of services now 
as prewar, but are spending relatively less for them. 


PRICE LAG FOR CONSUMER SERVICES 


It is not lagging consumer desire for services, there- 
fore, which accounts for the present comparatively 
low proportion of the consumer’s dollar being spent 
for services, but rather lagging prices. From 1939 
to 1948, the implicit price index used in adjusting 
consumer spending for price changes rose by over 
75%. The durable goods price index rose by over 
80%, the consumer nondurables index by over 100%, 
but the services index increased by just over 40%. 

In the last five years, however, the situation has 
been reversed. While all consumer prices rose by over 
11% from 1948 to 1953, prices for services rose by 
over 20%; at the same time, durables’ prices increased 
by almost 15%, and nondurables by only 7%. Yet 
despite these sharply differing price movements, dollar 
outlays for services still account for less than prewar 
proportions—the adjustment of prices for services to 
prices for goods is still not complete. 

The lag of expenditures for services is in direct 
contrast with the experience in the sixty years prior to 
the Thirties. Simon Kuznets, of the National Bureau 
of Economic Research, estimated that the ratio of 
expenditures for services increased steadily through- 
out this period,! corroborating the Colin Clark thesis 
that tertiary industry increases in importance as the 
economy becomes more heavily industrialized.? 


1Simon Kuznets, “National Output Since 1869,” National Bureau of 
Economic Research, 1946. 
*Colin Clark, “Conditions of Economic Progress,” Macmillan, 1951. 


One possible explanation for the fact that service 
outlays have continued to run below their long-term 
trend is the greater relative importance of national 
security expenditures in the war and postwar periods. 
These have obviously affected the relative prices of 
goods and services. In fact, it is conceivable that 
the continuation of the higher ratio of GNP devoted 
to national security may further postpone the restor- 
ation of prewar relationships between prices for goods 
and prices for services, thus delaying the day when 
prewar expenditure proportions are reestablished. 


SIGNIFICANCE OF CHANGE 


The higher income sensitivity of consumer outlays 
in the postwar years has significant implications for 
the personal sector in the event of declining incomes. 
A major source of cushioning for prewar business de- 
clines was the relative movement of consumer spend- 
ing and income. As incomes fell, consumer outlays 
dropped proportionately less, so that the saving ratio 
declined. This declining ratio provided a brake to 
falling economic activity. 

A higher index of income sensitivity at the present 
time implies that the saving ratio may not fall so 
rapidly as prewar under the impact of declining in- 
comes, since relatively more consumer expenditures 
are sensitive to income changes. Presumably, if in- 
comes were to fall sharply now, relatively more con- 
sumer spending would respond quickly than in pre- 
vious cyclical downturns. 

Offsetting this tendency is the greater cyclical in- 
sensitivity of consumer income itself to changes in 
business activity. This is owing to the lower propor- 
tion of incomes received as dividends, which are 
cyclically sensitive, and the higher proportion of in- 
comes paid out by government in wages and salaries, 
as well as the higher percentage of personal incomes 
received in the form of transfer payments. The so- 
called automatic built-in stabilizers provided by the 
government’s receipts and expenditures also furnish a 
buffer to income decline. 

But how these two opposing forces—the higher 
sensitivity of spending to changes in income, and the 
lower sensitivity of income to changes in business 
conditions—balance each other has yet to be tested 
adequately in the postwar period. 


Morris CoHEeNn 
Division of Business Economics 


Price Practices and Price Policies—A series of selected writ- 
ings on the various price practices and policies currently 
used in manufacturing and industry, agriculture, retailing, 
public utilities, insurance, and the professions. It accents 
the practical aspects of price making. Included are chap- 
ters on government price fixing and federal regulation of 
prices and business practices. By Jules Backman, et al. 
The Ronald Press, New York, 1953. $8. 
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FINANCIAL NOTES AND FOOTNOTES 


ESPITE previous intermittent reports of further 
reductions to come, the action of the Federal 
Reserve in cutting the discount rate again at about 
mid-April took most observers somewhat by surprise. 
There was and is no reason to suppose that a 112% 
rate would draw member banks to the discount win- 
dows of the Reserve banks any more than a 134% rate 
established at the end of February had done. 
It is assumed that the authorities had rather the hope 
that certain psychological encouragement might flow from 


the action taken. It is known, of course, that they 
attach considerable importance to this intangible in 
the management of credit. 

The Chairman of the Board of Governors of the 
Federal Reserve System made this emphatic in the 
course of his recent testimony before the Joint Com- 
mittee on the Economic Report, the official version 
of which has just now become available generally. 

It was upon this occasion that Mr. Martin conceded an 
error in judgment in the first quarter of 1953. The error, 
he said, consisted in miscalculating the effect of the 
tighter money policy of those months upon the state 
of mind of the business community. “It might be 
well,” he said, “for me to comment upon the period 
of the spring of last year, when there were differing 
judgments, I am sure, about the general condition of 
the economy. Some people would have said that it 
was inflationary; some people would have said that 
it was deflationary. That is always a matter of judg- 
ment. But I, in retrospect, looking back at that 
period, think that we made a miscalculation, not in 
terms of technical factors in the money supply, but in 
terms of the intangibles of psychology, in the expec- 
tations of people as to what was to come, rather than 
in the actual facts of what the situation was.” 

The situation was that “we saw a tightening beyond 
what we could have anticipated on the basis of tech- 
nical factors. I think our technical judgment was 
sound. I think our measurement of the psychological 
intangible forces in the money supply was unsound. 
When we realized that, we corrected the situation as 
promptly and as vigorously as we could with the tools 
at our disposal.” 

One question that is in some minds now is this: How 
much further in reducing the rediscount rate or in other 
steps to create ease in the money market can the Federal 
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Reserve go without getting apparently unanticipated 


psychological reactions of a different sort? The authori- 


ties last spring moved very quickly and very dras- 
tically in response to a changed business situation. 
They have let no grass grow under their feet in the 
twelve months that have since elapsed. They have 
been at pains upon several occasions to deny that this 
action should be construed as an indication of lack of 
confidence. 

So far, so good. But how much longer-can they reason- 
ably expect the general public to accept such assurances 
if they continue to act as if they were faced with a crisis? 
However all that may be, there was in late April still 
a widespread belief that member bank reserves would 
be cut again in the not-distant future. Some good 
guessers week after week through the month of April 
were certain in their own minds that action of this 
sort would be taken that week. 

Free reserves of member banks are still high—some 
$707 million on April 28. There is no evidence at all that 
the lower discount rate is likely to stimulate member-bank 
borrowings and thus put these surplus funds to work. 
Other things remaining unchanged, another reduction 
in member-bank reserve requirements would greatly 
add further to these unused resources. 

It is for this reason that many are asking precisely 
what the Reserve authorities might expect to gain 
by a reduction in these requirements at this time— 
particularly in view of the psychological hazard now 
arising to which reference has already been made. 
It could be, of course, that the authorities hope that 
the pressure of vast masses of excess reserves would 
within a reasonable period of time drive the member 
banks into utilization of these surplus resources. 


One rather interesting explanation was going the rounds 
toward the end of April. It was essentially this: the 
Federal Reserve had succeeded in cheapening money 
so far as a number of the money market rates were 
concerned. The government bill rate, and, for that 
matter, the rates on all types of governments had 
been drastically reduced—possibly too far reduced. 

But bank rates on customer loans had not responded 
in the same degree. Corporate bonds seemed to be stuck 
at about a 3% yield. Mortgage rates, while lower than at 
one time, were still well above the low of a few years ago. 
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And a vast volume of state and municipal obligations, 
many of them housing or other revenue bonds in which 
government is particularly interested, hung over the mar- 


ket. And so the authorities were said to be asking if 
they could not, if persistent enough, do something 
about these rates which were believed to be rather 
strategic in the current situation. One way to go 
about it would, of course, be to pile Pelion on Ossa in 
the form of excess or free reserves of member banks. 

But this is not quite all the story that was going 
the rounds during the latter part of April. These re- 
ports added that the Federal Reserve authorities were 
considering not only a reduction in member banks’ 
reserve requirements, but also a policy of holding on 
to their governments, thus keeping their prices high 
and yields low. Governments would then be unattrac- 


tive to banks with excess reserves as over against cor- 
porate bonds, mortgages and customer loans. 
It seemed odd in the circumstances that the stock 


HLSCOMEC SOC FS eee 
market should show marked and persistent strength. 


Yet such is the fact—with stock prices about as high 
as they were at the peak in 1929 and yields still far 
above those of 1929 or those obtainable anywhere 
else in the world. 

As usual, there are many explanations and at least 
two minds about the future as evidenced by the large 
short interest. Whether the improved general senti- 
ment in Wall Street is a cause or a result of the be- 
havior of stock prices of late is another mystery for 
which no answer can be presented here. 

Freperick W. JoNES 
Division of Business Economics 


CONSUMERS’ PRICES FOR TEN CITIES 


Index Numbers, January, 1939=100 


Weighted Clothing Fuel? House- Purchasing 

Date Average of| Food Housing! furnish- | Sundries ue of 

All Ttems Total Men’s Women’s Total Electricity Gas ee the‘Dollar 

1953 March De ae es ae 177.7 225.6 125.8 148.4 163.8 135.5 138.0 92.0 105.3 163.3 177.4 56.3 
PADMA Pile «, cise ahecsdsc sot ois 177.6 293.9 125.8 148.3 163.5 135 .4 ISTE 92.0 105.4 163.2 179.2 56.3 

IM 8 Veo corset. « eeatersats-3 178.4 225.0 129.1 148 .4 163.9 135.3 134.5 92.0 105.4 163.1 179.3 56.1 

UNG re oe ee ote ee 179.7 228.6 129.4 148.5 164.0 135.3 184.5 92.0 105.4 162.3 179.5 55.6 

Ul yee. sans bee 181.1 931.1 130.3 148.3 163 .6 135.4 135.4 92.0 105.6 162.4 180.6 55.2 

TAT e411) 2 eee aE 182.7 231.3 130.5 148.3 163 .6 135.3 136.4 92.0 106.1 161.6 186.2 54.7 
September.......... 182.9 231.4 130.9 148.6 164.1 135.5 136.6 92.0 106.1 161.7 186.2 54.7 
October sa ieetc is 181.6 226.3 132.8 148.6 163.7 135.8 137.0 92.0 106.1 161.8 186.5 55.1 
November.......... 181.5 225 .8 TSS 148.5 163.5 135.9 137.0 92.0 106.1 162.1 186.6 55.1 
December........... 181.2 224.0 133.3 148.5 163.5 135.9 137.0 92.0 106.1 161.7 187.4 55.2 
Annual average...... 180.0 227 4 129.3 148.4 163.8 135.4 136.7 92.0 105.7 162.4 181.8 55.6 

1954 January............ 182.9 228.1 134.4 147.7 162.4 135.4 139.1 92.0 110.0 161.1 187.9 54.7 
February........... 182.5 225.8 135.3 147.7 162.2 135.5 139.2 92.0 110.0 161-3 188.7 54.8 
March fats. «000 sas 182.9 225.5 135.8 148.2 162.9 135.8 139.1 92.0 109.9 160.7 190.1 54.7 

Percentage Changes 
Feb., 1954 to Mar., 1954...] +0.2 -0.1 | +0.4 +0.3 +0.4 +0.2 -0.1 0 —;1 0.4 +0.7 0.2 
Mar., 1953 to Mar., 1954..} +2.9 a +7.9 -0.1 -0.5 +0.2 +0.8 0 | +4.4 -1.6 +7.2 -2.8 
1Rents surveyed quarterly in individual cities Includes electricity and gas aLess than 0.05% 


HE INDEX of consumers’ prices in ten United 
States cities showed only minor fluctuations 
from mid-February to mid-March. The index 
for March reached 182.9, (January, 1939=100) as 
compared with 182.5 in February. This was an in- 
crease of only 0.2%. The purchasing value of the 
dollar decreased slightly to 54.7 cents (January, 1939, 
dollar—100 cents) , a decline of 0.2% from February’s 
54.8 cents. 
Food prices declined to 225.5 as compared with 
225.8 for February, a decrease of 0.1%. Of the indi- 


vidual cities surveyed, eight showed decreases rang- 
ing from 0.9% for Los Angeles to 0.1% for Boston and 
Detroit, while Denver remained relatively unchanged 
and Chicago increased 0.8%. Beef prices were lower 
in most cities, while poultry and quick-frozen fish 
were up slightly. Most dairy products, milk, and 
butter were down a bit in the majority of cities, while 
egg prices dropped significantly. 

Potato prices were down in most cities, while fresh 
vegetables advanced seasonally in price. Canned 
tomatoes were lower, while coffee continued its up- 
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ward movement, increasing substantially in all cities. 

The housing index rose to 135.8, an increase of 
0.4% over the 135.3 index for February and 7.9% 
above March, 1953, when it was 125.8. Among the 
cities, Denver and New York had increases, while the 
other cities remained unchanged since the last survey 
period. 

The clothing index reached 148.2, an increase of 
0.3% over the month. This index is still 0.1% lower 
than it was a year ago, when the index stood at 
148.4. Los Angeles was the only city with a decrease 
(0.2%). The other nine cities registered had small 
increases, the highest gain, of 1.3%, occurring in New 
Orleans. 

Higher prices were quoted for work clothing, such 
as work shirts, overalls, and cotton work gloves, in 
almost all the cities surveyed. Prices of women’s 
clothing increased slightly. 

The fuel index, which also includes electricity and 
gas rates, dropped slightly from 139.2 in February to 
139.1 in March, a decrease of 0.1%. Housefurnishings 
prices declined moderately from 161.3 to 160.7, a 
0.4% decrease. For the twelve-month period the de- 
cline is 1.6%. 


Sundries Continue To Rise 


The sundries index, which contains such items as 
drugs, cleaning materials, transportation, medical and 
dental care, and personal care, continued a slow but 
steady increase to reach 190.1, a 0.7% rise over the 
month and a significant 7.2% increase since March, 
1953, when the index was 177.4. Most cities showed 
increases this month while Los Angeles and Detroit 


The Rise Over the Year 
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showed no change. The accompanying chart illus- 
trates the increases in the sundries index over the past 
twelve months, for each of the ten cities surveyed 
monthly. 


REVISING THE INDEX 


Tue ConrerENce Boarp has undertaken a general 
revision of its consumers’ price index, which is sched- 
uled to be completed in the summer of 1954. Several 
changes have been planned: to modernize the “market 
basket” in order to reflect current buying habits and 
to get more representative coverage of price changes in 
urban United States. The new weighting pattern or 
“market basket” is based on a recent consumer expen- 
diture survey which measured current consumer buy- 
ing habits. Also, the 39 cities have been valuated and 
an additional city added in an effort to measure ac- 
curately consumer price changes in cities of over 
50,000. Another aspect of the revision is the reexam- 
ination of the basic concepts of the index and the in- 
troduction of special techniques in the interest of 
greater statistical accuracy. 

In general, however, the revised index will be simi- 
lar to the one currently being published. The weighting 
pattern will still be based on the spending habits of 
urban families of wage earners and salaried clerical 
workers but revised to reflect the expenditure pattern 
of the early 1950's. 

Further information on the revision of the index 
will be made available after its completion and pub- 
lication in the late summer of 1954. 


JEROME GREENSTEIN 
Statistical Division 


in the Sundries Index 
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Source: Bureau of Labor Statistics 


SELECTED BUSINESS 


1952 


PRIVATE 


1953 


INDICATORS 


1954 Percentage Change 
Item Latest Month | Latest Month 
Marchp February January Meath Age Youn hes 
Production and Business Activity— 

Industrial production total (S)............. 1947-49 = 100 123 |r 124 125 -0.8 -8.9 
Durable goods (S)...............0ee eee 1947-49 = 100 135 |r 139 |r 141 —2.9 -12.9 
Nondurable goods (S)..............0+05: 1947-49 = 100 113 |r 113 |r 113 0 -5.0 
IVE REN reals AGS) eoaenare et arenes cr ererresro etter ee Sector cte 1947-49 = 100 112 /r 1123 113 0 —-2.6 

Consumer durables (S)!..............2000. 1947-49 = 100 120 |r 121 121 -0.8 -17.8 

Machine tools? od. cise ors, scove s s@ousloog tists 1945-47 = 100 326.3 |r 323.1 319.4 +1.0 -18.2 

Construction contracts awarded, residential*|| million dollars 668 509 462 +31.2 +10.4 

Construction contracts awarded, other®. .... million dollars 860 712 690 +20.8 +15.9 

Retail:sales:(S) leven adios be seh al esic million dollars 13,670 |r 13,932 |r 13,622 -1.9 -5.3 

Retail inventories (S)4.................2.. million dollars n.a. 22,421 |r 22,521 -0.4 +3.3 

Department store sales (S)................ 1947-49 = 100 107 109 107 -1.8 -7.0 

Department store inventories (S)4.......... 1947-49 = 100 n.d. 119 120 -0.8 -3.3 

Manufacturing sales (S)................05: mnillion dollars 24,000 |r 23,643 |r 23,864 +1.5 -6.8 

Manufacturing inventories (S)*............ million dollars 45,700 |r 46,069 |r 46,388 -0.8 +2.0 

Manufacturing new orders (S)............. million dollars 23,000 |r 22,000 |r 20,711 +4.5 -8.4 

Manufacturing unfilled orders‘............. million dollars 53,500 | r 54,700 |r 56,128 —2.2 —29.38 

Carloadings, total’, ....9, Sas. ¢aogseds ? «acek thousand cars 603 616 617 -2.1 -14.0 

Carloadings, miscellaneous®................ thousand cars 832 333 821 -0.3 -14.2 

Prices, Wages, Employment— 
Basic commodity prices®.................. 1947-49 = 100 89.8 88.0 88.1 +2.0 -0.3 
Wholesale commodity prices, all........... 1947-49 = 100 110.6 110.5 110.9 +0.1 +0.5 
BID, ooic%. a dd ueo o's sn) o) Mester ey Arsarisl + ctenaenave 1947-49 = 100 98.5 /}r Uy ey 97.8 +0.8 -1.3 
Industrial. .2200.. 3.21. see... ol. eee 1947-49 = 100 114.3 114.4 114.6 -0.1 +0.8 
Consumers’ price index................+.. 1947-49 = 100 114.8 115.0 115.2 0.2 +1.1 
Farm parity price ratio.................. 1910-14 =100 90 91 92 =—Ls1 —4.3 
Non-agricultural employment............. thousands 54,225*| r 54,351* 54,469 * —0.2 n.a.* 
Wnemploymietity...cis. notes cao eee thousands 3,725* 3,671* 3,087 * +1.5 n.a.* 
Factory employment.................... thousands 12,541 |r 12,683 |r 12,793 -1.1 -9.3 
Average weekly hours worked, manuf’ing. . || number 39.4 ]r 39.6 39.4 -0.5 —4.1 
Average hourly earnings, manufacturing. . .|| dollars 1.79 1.79 1.80 0 +2.3 
Personal income (S)’...............-e008: billion dollars n.a. 282.9 |r 283.7 -0.3 +0.7 
Finance and Government— 

Bank debits, outside New York City®....... million dollars 66,681 56,477 61,183 +18.1 +4.0 

Business ldans’y-2 pees. fe ie Pon eRe million dollars 22,682 22,549 22,744 +0.6 2.2 

Consumer instalment credit outstanding‘... |) million dollars n.a. 21,151 21,444 -1.4 +11.4 

Privately held money supply!.............. billion dollars n.d. 197.5 199.9 —2 +3.1 

Federal budget receipts................... million dollars 11,434 5,444 n.a +110.0 +8.9 

Federal budget expenditures............... million dollars 5,555 4,707 n.a. +18.0 -8.3 

Defense expenditures...................! |} million dollars 3,980 3,782 n.d. +5.2 -17.6 

Federal budget surplus or deficit, cumulative] million dollars —2,297 —8,176 n.d. a, So 

S Adjusted for seas variatio 5Ay 7) ee se 

1Output of major peed mer duration Average of ba daily spot market prices an 4 pean tom ee La liminary 

*Shipments TAnnual rate n.a.Not available 

> i gt phen ad 5338 centers °1954 data based upon new sample; not directly comparable to earlier data 


Sources: Association of American Railroads; Bureau of Agricultural Economics; 


*Average of Wednesday figures 


National Machine Tool Builders Association; Treasury Department; Taz Conrzrencn Boarp 
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Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 
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